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INTRODUCTION 


It is now thirteen years since the Bolsheviks seized 
power in Russia. They brought about a complete change 
in the structure of society, establishing a new form of 
government and new social relationships. It is impossible 
to draw a sharp line of division between the political 
and social changes and the changes which were made in 
the system of production and distribution : the new 
organisation of industry depends on the political and 
social changes, and could not have been created without 
them. But this book is not a study of the political and 
social system which now exists in the Soviet Union : it is 
an attempt to describe the new economic organisation — 
the organisation through which the production and 
distribution of food, raw materials and finished goods is 
carried on day by day. 

This organisation is necessarily complex. Production 
under modern conditions requires a vast system of 
specialisation and co-ordination even within a single 
factory. The links of interdependence run from factory 
to factory, from one district to another, from one country 
to the bounds of the earth. But it was not always so The 
links have been created by human beings, and from time 
to time they are altered or broken by human beings. The 
development of synthetic fertilisers may completely 
destroy the intricate system of production, transport and 
finance which grew up around the nitrate trade. The 
discovery of easily won tin in Malaya may set up new 
links which take the place of those which bound South 
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Wales with Cornwall. The creation of a vast combine 
may destroy hundreds of weak connections and replace 
them with a single chain. And again, war may suddenly 
isolate one country’s industry from another’s, and force 
each back upon its own resources. Nothing is fixed and 
unalterable — not even the productive system itself. 

In Russia the productive system has changed. The forms 
of organisation are not the same as they were in Tsarist 
Russia or as they are still in other countries. But the change 
did not take place in a single night ; the building up of the 
new organisation has been a lengthy process — a process 
which is still incomplete. The central aim of the whole 
process has been to establish a planned system of produc- 
tion and distribution which Will make possible a steady 
improvement in the material and social conditions of the 
people. A study of the new system therefore resolves itself 
into a study of the growth of planning and of the organisa- 
tional forms which make it possible to prepare and to 
carry out the plan of production and distribution. 

At first sight, every immense organisation seems un- 
speakably complicated. The forms of organisation within 
each industry in the Soviet Union, the centralising 
authorities and the relations between one unit and 
another, are undoubtedly confusing. But the fact that they 
seem to us so difficult to follow is largely due to the fact 
that no serious attempt has been made to study the 
organisation of industry in our own country. The organisa- 
tion of the coal industry in the Soviet Union is intricate ; 
there are many units and a hierarchy of controlling 
bodies ; but it is simplicity itself compared with the 
organisation of the coal industry in Britain, as anyone will 
realise who attempts to study the reports of the various 
Royal Commissions on the Coal Industry. In fact, the 
special feature of the organisation of Soviet industry is its 
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relative uniformity and the linking together of every unit 
in a single scheme. That the scheme is complex is due to 
the nature of modern industry ; but even the most com- 
plex scheme is easier to understand than a conglomeration 
of units which lack any but the most casual relations 
either with each other or with any central authority. 

In the growth of the new system of production and 
distribution in the Soviet Union it is necessary to follow 
the conflict of two principles of organisation which are 
formally contradictory but not in essence irreconcilable. 
The first is centralisation, some degree of which is vital 
to any planned productive system ; the second, decentral- 
isation, is almost as vital to production itself. The dialectic 
which has to be followed leads from centralisation to 
decentralisation and on to the synthesis — the co-ordination 
of autonomous units. 

The starting-point of the process was the creation of a 
central controlling authority for the economic life of 
Soviet Russia, and the subordination of the productive 
units — the mines and factories — to its control. The second 
stage was the organisation of the productive units into 
groups working on an autonomous basis. These stages are 
described in the earlier chapters, and the following 
chapters deal with the present stage, in which the auton- 
omous units are working with a high degree of co-ordina- 
tion. 

The new organisation and the system of planned produc- 
tion and distribution have already achieved remarkable 
results. Industrial production in the Soviet Union is rising 
steadily year after year and at a rate unknown in any 
other country. In a world shattered by successive economic 
crises this fact alone makes the study of the organisation 
which is obtaining such results one of absorbing interest. 

The study of the industrial organisation must, however, 
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be preceded by a brief account of the Soviet Union itself, 
and of the relations between its component parts. This is 
all the more necessary because of the close connection 
between the State and industry, Which involves an 
industrial organisation closely parallel to the organisation 
of the States forming the Soviet Union. The Soviet 
Union — the Union of Socialist Soviet Republics — was 
formed in December 1922 on the basis of a Treaty of 
Union between four of the separate States which had 
arisen since the Revolution of 1917 : the Russian Socialist 
Federation of Soviet Republics (R.S.F.S.R.), the 
Ukrainian Socialist Soviet Republic, the White Russia 
Socialist Soviet Republic, and the Transcaucasian 
Federation of Socialist Soviet Republics. The Socialist 
Soviet Republics of Uzbekistan and Turkmenistan in 
Central Asia subsequently joined the Union. It will be 
noted that two of the constituent States are themselves 
Federations of Republics ; and within the Republics 
there are many autonomous areas based on national 
groupings. 

The Soviet Union, however, is not a loose Federation 
but a closely knit unit, within which certain administra- 
tive and legislative functions are carried out by “ All- 
Union ” bodies, and others by the governing bodies of the 
constituent Federations or Republics, while there are also 
separate governments, with narrower functions, in each 
of the smaller Republics and autonomous areas. Supreme 
authority lies with the Union Congress of Soviets, com- 
posed of some fifteen hundred delegates elected, on an 
indirect basis, from all parts of the Union in proportion 
to population. The Union Congress of Soviets elects the 
Union Council of four hundred members from among the 
delegates of the allied Republics in proportion to the 
population of each Republic. This Union Council and 
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the Council of Nationalities — a “ second house ” of about 
130 members representing the separate Republics and 
autonomous areas — together constitute the Union Central 
Executive Committee, which meets several times a year 
and adopts legislation or confirms decrees issued by the 
Union Government. 

The permanent governing body is the Union Council of 
People’s Commissaries, which is elected by the Central 
Executive Committee ,* apart from the Chairman and Vice- 
Chairman, each of the People’s Commissaries is in charge 
of a department carrying out administrative work for the 
Union as a whole. Some of these departments, such as the 
Commissariats for Foreign Affairs, Army and Nav y, and 
Transport, operate throughout the whole territory of the 
Soviet Union as the sole authorities in their sphere of 
work ; other Union Commissariats, such as those for 
Labour and Finance, and the Supreme Economic 
Council, work chiefly as co-ordinating organs, with 
similar Commissariats in the separate Republics looking 
after the appropriate sphere of work within each Re- 
public. The heads of these “ Commissariats of the 
Republics,” who form the Council of People’s Commis- 
saries or actual government of each Republic, are elepted 
by the Central Executive Committee of each separate 
Republic, the Central Executive Committee being elected 
in turn by a Congress of Soviets for each Republic or 
Federation. 

So far as State industry is concerned, some important 
industries (such as oil, coal, metals) are regarded as “ of 
AUrUnion importance,,” and are directly controlled by 
the Supreme Economic Council of the Soviet Union. But 
the smaller enterprises, and, generally speaking, those 
whose supplies and markets are limited to the area of a 
single Republic, are controlled by the Economic Council 
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of that Republic, acting in independence of the Supreme 
Economic Council of the Soviet Union. It has been 
necessary to confine this book (except for occasional 
references) to the State industries which are “ of All- 
Union importance,” and the central apparatus described 
is the central apparatus of the Soviet Union. This gives 
a clearer picture of the organisation of industry ; more- 
over, a detailed study of the minor industries within each 
of the constituent Republics would merely repeat much 
of the ground already covered in describing the Union 
organisation, as the forms adopted by the Union have 
also in fact been adopted by the constituent Republics. 
A brief description has, however, been given of communal 
industry — the enterprises carried on by the Town Soviets 
— owing to its special character. 

The whole study is necessarily incomplete. The subject 
is vast, and selection is unavoidable. The materials used 
are mainly official reports, decrees and statutes of organ- 
isations, together with books written by Soviet economists 
and the active organisers of Soviet industry and agricul- 
ture. Numerous articles in the Soviet Press have also been 
consulted, and personal enquiries have helped to clear up 
doubtful points. Every source that has been consulted 
confirms the impression of an organisation which is still 
in course of development, still vigorous enough not to 
fear trial and error, the scrapping of obsolete forms and 
the constant search for new forms. But the reorganisation 
which was carried out in the first half of 1930 marks the 
point at which the system of planned production and 
distribution has begun to work with a high degree of 
efficiency, and the main features of the new organisation 
are therefore likely to remain unchanged for a consider- 
able period. 
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CHAPTER I 


THE CHANGE OF OWNERSHIP 

The revolutionary events of November 1917, both in 
Leningrad and throughout Russia, brought no immediate 
change in the private ownership of land or factories or 
other forms of property. The slogans of “ Peace, Bread, 
and Land ” rallied the armed forces, the town workers, 
the peasants, and the agricultural workers to support 
the change of State power — “ All Power to the Soviets ! ” 
But there was no immediate expropriation of the pro- 
pertied classes. Fi om the very outset the reorganisation of 
industry was conceived as a long and gradual process, in 
the first stages of which the essential features would be 
co-ordination and control by the State without any 
transfer to it of actual ownership or management. The 
economic plan on which the Soviet Government was to 
work had been formulated by Lenin in his place of refuge 
in Finland. Writing to the Bolshevik organisation in 
Leningrad in October 1917, Lenin emphasised the 
existing disorganisation of production and railway trans- 
port and distribution generally, with its menace of famine 
and catastrophe for Russia ; and he urged that this menace 
could be averted only by energetic measures of centralisa- 
tion and control. This principle, he pointed out, had been 
established in all belligerent countries : 

“ Crushed by the cost and the scourge of the war, 
more or less the prey to disorganisation and famine, 
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each of the belligerent States has long since decided 
upon, experimented with and applied a whole series of 
measures of control which almost all involve the organi- 
sation of the population, the creation or encouragement 
of organisations of different kinds with the partici- 
pation and supervision of the representatives of the 
government.” 

Tsarism, he argued, had also set up Committees for the 
War Industries, but had restricted their activities in order 
that they might not interfere with the interests of the 
propertied classes, and only a revolutionary government 
would break down the artificial barriers which placed 
the interests of private property before the interests of the 
people. Such a revolutionary government 

“ has only to decree, in the very first week of its exist- 
ence, the application of the essential measure? of 
control, to establish effective sanctions against the 
capitalists who attempt evasion, and to invite the 
population itself to supervise them and see to it that 
they are compelled to carry out the provisions of the 
law.” 

These essential measures were defined as the nationalisa- 
tion of the banks, the nationalisation of the trusts, the 
suppression of business secrecy, the obligation on all 
merchants and industrialists to group themselves into 
trusts, and the organisation of the population into con- 
sumers’ societies controlled by the State. Lenin made it 
clear, however, that no immediate change in the existing 
system of private property was contemplated. In explain- 
ing the proposed nationalisation of the banks he wrote : 
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“ Only the merging of all banks in one — in no way 
modifying property relationships by this step and taking 
away from no one, we repeat, the tiniest portion of his 
property — makes effective control possible.” 

Expropriation would only be applied as a penal measure 
against those who tried to sabotage the process of national- 
isation : 

“ Directors, administrators and big shareholders who 
tried to protract the business and to conceal documents 
and abstracts of accounts should be imprisoned and their 
property confiscated.” 

The abolition of business secrecy and the compulsory 
grouping of enterprises into trusts were further measures 
to facilitate centralisation and control, without any 
immediate change of ownership — “ this grouping into a 
trust in no way changes the system of property.” The 
essential feature of all these measures was to be the build- 
ing up of centralised control over production and dis- 
tribution ; but the control was to be exercised through and 
with the aid of the workers and technicians in each 
enterprise. The oil industry, for example, t 

"is already technically and socially organised, and 
efficiently run, by hundreds and thousands of clerks 
and engineers, etc. . . . Bureaucratic control, obviously, 
will yield no result in this case. ... It is necessary to 
appeal directly to the initiative of the workers and 
clerks.” 

It is perfectly clear from this letter that Lenin conceived 
the seizure of State power as a step necessary to provide the 
basis for centralised organisation and control of industry, 
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but hoped to achieve this without any immediate inter- 
ference on a general scale with the existing system of 
private property. In all cases of nationalisation, “ the 
directors and officials themselves *would be responsible 
for carrying it out,” and expropriation would be applied 
only as a measure of punishment against those who refused 
to carry on production under the new conditions. The 
immediate and urgent need was co-ordination, not 
expropriation. 

But in fact, even before the November revolution, the 
system of private property had been weakened and even 
broken at many points. The economic crisis which had 
been the immediate cause of the deposition of the Tsar 
and the formation of the Provisional Government in 
March had continued and deepened throughout the 
summer. Food, fuel and raw materials could only be 
obtained in small quantities and irregularly ; and many 
factory owners had suspended production, partly to cut 
their losses and partly to resist the demands of the workers 
for higher wages and improved conditions. In many cases 
owners and managers had simply collected all available 
movable property and fled from the factories. In other 
cases, owners who had sabotaged production or had come 
into conflict with the workers had been ejected. In Ten 
Days that Shook the World John Reed wrote : 

“ I know of certain coal-mines near Kharkov which 
were fired and flooded by their owners, of textile 
factories at Moscow whose engineers put the machinery 
out of order when they left, of railroad officials caught 
by the workers in the act of crippling locomotives.” 

(P- 7)- 

In such cases there would be no formal change of 
ownership, but in fact the particular enterprise concerned 
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would be run, so far as supplies were available, by the 
workers themselves, as a rule through a committee elected 
at a mass meeting of the workers. It is impossible to tell 
how far these processes — voluntary abandonment of 
enterprises by their owners, and the forcible taking over 
of factories by the workers when sabotage was encountered 
— had gone by the time of the November revolution. But 
it is certain that the seizure of power by the Bolsheviks, 
and the rapid strengthening of the local Soviets in every 
part of the country, rapidly accelerated both processes in 
the weeks that followed the revolution. The taking over 
of the factories by the workers was anarchic, unplanned 
and even undesired by the Soviet Government, which 
for a long period did everything in its power to stop it. 
There are many stories of deputations from factories to 
Lenin, urging that their particular factory should be 
taken over, arid of his putting searching questions, the 
effect of which was to show that the workers were quite 
unaware of the difficulties they would encounter. He 
would then tell them to go back and begin to study where 
the fuel and raw materials were obtained, how the 
process of production was organised, and where and how 
the products were sold ; and, after they had satisfied 
themselves on these points, to come back and inform him 
that they were then ready to carry on production. But in 
fact events did not wait for the development of knowledge 
and training among the workers. Expropriations were 
carried out by the local Soviets and by the workers them- 
selves with a view to meeting some urgent local demand 
or breaking up some counter-revolutionary plot. And, 
apart from the struggle between the workers and owners of 
particular factories, the wider struggle against the Tsarist 
elements within the country and against foreign inter- 
vention brought fresh complications, and made it essential 
Br 17 
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to hasten the process of reorganisation and to undertake 
expropriations on a scale which had not been foreseen in 
Lenin’s programme. 

The various stages in the formal change of ownership 
were marked by decrees issued by the Soviet Government. 
The first two, issued on November 7th and 8th, 1917, 
transferred all State property (including the railways) to 
the people, and abolished the private ownership of land, 
handing over the large estates to local Land Committees 
and District Soviets. The nationalisation of banks followed 
(decree of December 14th, 1917) ; shipping was nation- 
alised in January 1918 ; concerns dealing with foreign 
trade were nationalised in April 1918 ; but the first general 
nationalisation of large-scale industry took place only 
under the decree of June 28th, 1918 ; and the final decree 
nationalising smaller industrial concerns was issued only 
on November 29th, 1920. The decree of June 28th, 1918, 
nationalised all large enterprises with a capital of at least 
a million roubles — roughly equivalent to £ 100,000 ; but 
the decree made it compulsory for the owners of such 
concerns to remain in control and continue production 
until such time as the government could set up its own 
machinery, and the owners were even allowed to retain 
profits made — if indeed any were to be made at that period. 
It was not until 1919 that the former owners were gener- 
ally replaced by State managers. The decree of November 
1920 nationalised smaller industrial concerns, employing 
not less than five workers where machinery was used, and 
not less than ten workers where there was no machinery. 

It is clear that these decrees were, in substance, merely 
legalising and generalising expropriations which had 
already taken place. A resolution passed by the first All- 
Russian Congress of Economic Councils in May 1918 — a 
resolution which prepared the way for the general 
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nationalisation of large-scale industry decreed at the end 
of the following month — says : 

“ . . . from the nationalisation of separate enterprises 
(of which 304 have now been nationalised and seques- 
tered) it is necessary to go forward to the systematic 
nationalisation of branches of industry. . . . The carry- 
ing through of nationalisation must not be sporadic. 
Nationalisation must only be applied by the Supreme 
Economic Council or the Council of People’s Com- 
missaries with the consent of the Supreme Economic 
Council.” 

In its report to the Eighth Congress of Soviets (Novem- 
ber 1920) the Supreme Economic Council recorded that 
4,547 enterprises, employing 1,100,000 workers, had been 
nationalised ; shortly after this report was issued there 
came the decree of November 29th, 1920, nationalising 
smaller concerns with five or ten workers. But when, in 
the following year, the industrial census taken on August 
28th, 1920, became available, it appeared that on that 
date there were no less than 37,000 State industrial 
enterprises, employing close on two million workers, aqd 
fourteen per cent, of these nationalised “ enterprises ” 
employed only one hired worker ! 

The actual process of the change of ownership, therefore, 
developed to a great extent independently of the theories 
or desires of the central authority ; and in any study of 
the new productive system which was being built up this 
fact must be borne in mind. It can easily be imagined that 
in such circumstances the administration of the nation- 
alised industries was in a perpetual state of flux, and that 
there were the widest variations in practice even when 
general rules had been formulated. And these general 
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rules themselves were not evolved arbitrarily ; the 
whole system of management and control of industry 
after the November 1917 revolution wa? itself conditioned 
by events which had already taken place before November, 
or by developments which were not “ according to plan.” 

Before November 1917 the control and management of 
industry had already been subjected to “ interference ” 
from two directions. The Committees for the War Indus- 
tries which had been established under the Tsardom still 
functioned under the Provisional Government, and they 
possessed a rudimentary central apparatus with a rudi- 
mentary local apparatus in the chief industrial centres. 
But the whole machinery of co-ordination, even as ap- 
plied to essential war materials, was extremely weak and 
ineffective, and corruption at every stage flourished on 
the very disorganisation which it was the function of the 
war committees to remove. At the best, these committees 
carried out little more than statistical work ; but, how- 
ever primitive their apparatus and however weak their 
functioning, they did at least provide the first basis for 
the future co-ordination of industry, and were made use 
of after the November revolution both by the Soviet 
Government and by the local Soviets. 

The second and incomparably more real interference 
with the private control and management of industry had 
come from the workers. In March 1917, immediately after 
the expulsion of the Tsar and the formation of the Pro- 
visional Government, the workers in every large industrial 
concern in Russia had elected factory committees to 
represent their economic and political interests. These 
factory committees, from the start and throughout the 
summer of 1917, were in constant conflict with the man- 
agement of their particular factory, and often with the 
government authority itself. At that time trade unions 

20 



THE CHANGE OF OWNERSHIP 

were practically non-existent in industry generally, and 
the factory committees were organisations formed spon- 
taneously by the workers in order to secure wage increases 
and other improved conditions. In the larger centres, 
where political consciousness was highly developed, the 
factory committees sent forward delegates to the Town 
Soviets, which were beginning to exercise considerable 
political and economic influence. Thus, particularly in 
the larger centres, the factory committees became the 
expression of the workers’ organised power ; starting with 
demands for wage increases made necessary by the eco- 
nomic crisis, they rapidly developed wider aims, and 
passed from negotiations with the management to at- 
tempting to exercise control over the management, and 
in many cases they even took over the running of the 
factory. 

In the conditions prevailing in the spring and early 
summer of 1917, wage increases and the shortening of 
hours and improved conditions generally were easily won ; 
but there were two factors which made it impossible for 
relations with the owners to be maintained on a relatively 
peaceful basis : the attitude of individual directors and 
managers, and the general economic situation. In thfe 
management of Russian industry the general attitude of 
Tsardom to the workers was still fully reflected ; there 
was the same contempt and indifference towards the ele- 
mentary needs of the workers, and the same arbitrary 
brutality in the treatment of individuals. There were many 
old scores to be settled, and many new conflicts arose in 
the process of abolishing abuses at particular factories. In 
such cases the factory committees would insist on the 
removal of individual directors or managers, and resistance 
to their demands would result in a struggle .culminating 
in the abandonment of the factory by the owners or in 
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their forcible ejection. In either case the factory commit- 
tee would assume control, putting in either a small commit- 
tee or one of the technical staff to run the factory. It must 
be said, however, that such cases, Although numerous, 
were exceptional, taking Russian industry as a whole. In 
the vast majority of cases the owners or managers more 
or less grudgingly accepted the fact that concessions were 
inevitable, and the form of management remained un- 
changed. 

But the general economic situation soon brought new 
issues to the front. Difficulties in obtaining food, fuel and 
raw materials, and the consequent general rise of prices, 
brought sharply before both the workers and the owners 
the question of how production was to be carried on from 
day to day. Factories closed down because they could not 
obtain fuel or raw materials, or because the transport of 
their products to a market was impossible or uncertain, 
or because the sale of their products at a profit was ex- 
tremely problematical. Immediately the factory commit- 
tee would raise questions : was it true that there was no 
possibility of obtaining fuel or raw material ; could the 
sale of products be really impossible, in view of the uni- 
versal shortage ? Was the owner too greedy, or — was he 
deliberately sabotaging production as a means of fight- 
ing the growing power of the workers ? John Reed men- 
tions one instance brought forward at the meeting of the 
Leningrad Soviet on October 31st, 1917 : 

“ A machinist from the Putilov works described how 
the superintendents were closing down the departments 
one by one on the pretext that there was no fuel or raw 
materials. The Factory-Shop Committee, he declared, 
had discovered huge hidden supplies. i It is a provo - 
catzia said he. ‘ They want to starve us — or drive us 
to violence ! ’ ” 


22 



THE CHANGE OF OWNERSHIP 

As early as June 20th, 1917, the Moscow Provincial Com- 
mittee of Workers’ and Soldiers’ Deputies demanded the 
acceptance by the employers and the government of the 
demands (1) that work should not be stopped at any fac- 
tory at which supplies of fuel and raw material were avail- 
able, and (2) that the final decision of whether any par- 
ticular factory was or was not to be closed should be made 
by the workers engaged in the factory in question, together 
with representatives of the government and the Moscow 
Soviet. This shows the close connection between the in- 
dividual factory committee and the Soviet expressing the 
political attitude of the workers to the economic crisis. 

The very raising of such questions by factory committees 
or local Soviets involved an attack on the existing order 
of “ managerial functions.” It led inevitably to demands 
to examine the books and records of particular concerns, 
to the independent investigation by the factory commit- 
tees of stocks, sources of supply and markets. Apart from 
the extreme cases where, as a result of such investigation, 
the owners or managers were simply ejected, the factory 
committees generally had begun to exercise a consider- 
able amount of control on the management even before 
November 1917. The managerial functions exercised 
by the factory committees were of course fluctuating from 
day to day, and sometimes ranged far beyond the con- 
fines of the factory. But in general they were functions of 
control : examining records and accounts, and insisting 
on efforts being made to carry on production. In extreme 
cases, the managerial functions of a particular factory 
committee might extend to forced exchanges of goods, 
or even requisitions of food, fuel and raw materials to 
meet an urgent economic necessity. There was no stand- 
ardised form of control : the limits were set by the de- 
termination of the particular factory committee. 
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It was on these foundations — the war industries com- 
mittees and the factory committees — that the Soviet Go- 
vernment had to build the machinery of co-ordination and 
control which was essential to save Russia from complete 
economic collapse. The first step was the setting up of the 
Supreme Economic Council, by a decree of December ist, 
1917. This Council was charged with the organisation of 
Soviet Russia’s industry and finance, and the co-ordina- 
tion on a definite plan of all existing economic organisa- 
tions ; and with the utilisation of the existing workers’ or- 
ganisations — the trade unions and factory committees — 
in the actual control of production. The Supreme Eco- 
nomic Council was at first composed of representatives 
from all the People’s Commissariats and from the All- 
Russian Council of Labour Control (itself representing 
the trade unions and factory committees) ; but in the 
course of the following year, when the Provincial 
Economic Councils had begun to function effectively and 
the trade union organisation had incorporated the factory 
committees in its machinery, the composition of the 
Supreme Economic Council was altered to : 

10 members of the All-Russian Central Executive Com- 
mittee (the central political organisation, elected by 
the All-Russian Congress of Soviets). 

31 members of the Central Trade Union Council. 

20 representatives of Provincial Economic Councils. 

2 representatives of the Co-operative organisation, 

5 representatives of People’s Commissariats directly 
concerned in industry — Food, Transport, Labour, 
Agriculture and Trade. 

^By 1919 further changes had been made in its composition, 
the most important of which was the substitution of the 
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heads of Departments for the representatives of Provincial 
Economic Councils. By 1920 the whole conception of a 
great Council in almost continuous session had changed, 
and the working out of detailed plans was left to the 
various Departments under the supervision of the presi- 
dium of the Council, general policy and directives being 
laid down by the periodic Congresses of Economic 
Councils. 

The changes in the composition of the Supreme 
Economic Council were of little importance compared 
with the development of the Council’s organisation. The 
first work of the Council was the formation of several 
Departments, each under a “ collegium ” or Board of 
seven or nine persons, to deal with the various branches of 
industry. Where, as was the case with fuel, transport, 
metals and engineering, a “ war industry committee ” 
was already in existence, its machinery was taken over 
and formed the basis of the corresponding Department of 
the Supreme Economic Council, while the local war in- 
dustry committees formed the basis of the local organisa- 
tion of these Departments. The Board of the Department 
was appointed by the Supreme Economic Council and in 
all cases the appropriate trade union for the industry 
was represented. In industries where no form of centrali- 
sing machinery existed, the Supreme Economic Council 
had to build the corresponding Department out of 
nothing, and both the central and local organisation had 
to develop piecemeal. 

From the very nature of things, the first work of the 
Supreme Economic Council’s Departments was both 
formal — registration and statistics — and actual — the ap- 
pointment or confirmation of managers and the organisa- 
tion of production and distribution. They had to control 
directly those enterprises which had already been taken 
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over by the workers ; and they had also to function as 
directing Boards for whole branches of industry in which 
most of the enterprises were still in private hands. And, 
above all, they had to ensure that the instructions sent 
out by them were observed, both in the State-controlled 
enterprises and in those which were still in the possession 
of their owners. Parallel with the organisation of Depart- 
ments at the centre, therefore, the local organisations of 
control had to be built up. The first general step taken in 
this direction was to instruct the factory committees to 
elect special control commissions, to which the duty of 
controlling the management was transferred. The second 
step, in the case of the nationalised concerns, was the 
appointment of the management by the appropriate De- 
partment of the Supreme Economic Council, to which it 
now became directly responsible. The third step, made 
possible by the development of the trade unions, was the 
appointment of the control commissions by the local trade 
union organisation instead of by the workers in the par- 
ticular factory. These measures secured a greater measure 
of co-ordinated activity, by transferring day-to-day con- 
trol from the factory committee — unwieldy, inexperi- 
enced and necessarily limited in its outlook — to a nar- 
rower group, more or less specialised, directed by a 
centralised body and supervised by a commission also 
holding its authority from a centralised body. 

As soon as each Department of the Supreme Economic 
Council had ascertained the general facts relating to the 
industry under its control, it set up special sub-depart- 
ments to direct the actual course of production and distri- 
bution for individual branches of the industry or for 
groups of factories. The most definite form of sub-depart- 
ment was the “ Trust ” — a group of factories run as a 
single unit by a Board acting more or less independently, 
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though responsible to the Board of the Department. For 
example, the Metals Department, which was formed on 
the basis of the already existing war industry committee, 
immediately divided its work among a number of Boards 
of Trusts — the Machine Construction Trust (“Gomza ”), 
the Copper Trust, Nail Trust, etc. In so far as actual direc- 
tion of concerns was transferred to the Boards of Trusts, 
the work of the Department for each industry became 
more and more the formulation of plans, the co-ordina- 
tion of requirements and the provision of supplies and 
finance. 

The appointment of the Boards of Departments was 
made by the Supreme Economic Council (through its 
presidium) in consultation with the Central Committee 
of the trade union concerned (Metals, Textiles, etc.). The 
Board for each Trust was similarly appointed by the De- 
partmental Board in consultation with the trade union ; 
and finally, the management board or individual man- 
ager of an undertaking was appointed by the Board of 
the Trust on a recommendation by the provincial economic 
council and the provincial organisation of the trade union. 
The provincial organisation of the trade union, in turn, 
based its recommendation on the nomination of the fac- 
tory committee, so that the whole administration of in- 
dustry, from top to bottom, was in effect controlled by 
the workers’ economic organisations, and indirectly — 
though none the less effectively — by the workers in the 
factories. Often the workers in the factories were even 
more closely concerned in the appointment of the higher 
directing Boards. For example, the majority of the Board 
of the Machine Construction Trust, Gomza (compris- 
ing twelve of the largest engineering factories) , was ap- 
pointed by a conference of delegates from these factories 
{Ekonomicheskaia Jizn , December 3rd, 1918). And a 
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resolution on the method of appointing the management 
of concerns, adopted by the first Congress of Economic 
Councils in May 1918, laid down that 

“ At each works, factory, mine, etc., which has been 
taken over by the Republic, a factory or works man- 
agement shall be appointed. Two-thirds of the man- 
aging board shall be appointed by the Supreme 
Economic Council . . . which may give the trade union 
organisation the right to nominate one-half of these 
members. The remaining one-third of the managing 
board shall be elected by the organised workers of the 
enterprise.” 

It must be remembered that these management boards 
were appointed only in the case of nationalised undertak- 
ings, and that throughout 1918 most of the factories and 
works were still being run — so far as they were able to 
run in face of the shortage of supplies — by their private 
owners or managers. In such cases the workers were 
exercising influence and control on behalf of the Supreme 
Economic Council through the factory control commis- 
sions to which reference has already been made. 

During 1918 and 1919 the process of unification and at 
the same time decentralisation went ahead. As each fac- 
tory or group of factories was nationalised, it was at- 
tached to an existing Trust, or a new Trust was formed to 
bring it within the general scheme of organisation. And 
as the Trusts grew in size the work of their directing 
Boards became more and more complicated, and it be- 
came more and more impossible for the original Depart- 
mental Boards (Metals Board, Textiles Board, etc.) to 
have any current control over their activities. The Trusts 
became more and more independent, and in some cases 
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this was officially recognised by the elevation of the 
Board of a Trust into the ranks of the Departmental 
Boards — for example, the Board of the Armaments Trust, 
once subordinate to the Metals Board, became in 1919 
the Armaments Board, on the same level as the Metals 
Board. 

In so far as it is possible to characterise in a few words 
an extremely complicated process, it can be said that be- 
tween 1918 and 1920 the work of the Supreme Economic 
Council consisted in bringing under its control wider and 
wider sections of industry, which it then transferred for 
administrative purposes to specialised Boards. During this 
period the whole emphasis was on the change of owner- 
ship ; whether the new administrative forms were satis- 
factory from the standpoint of production was of rela- 
tively little importance. During the whole period the 
country was in a continuous state of civil war. Considered 
only in their economic effects, the attacks on Soviet 
Russia by Germany and by the Allies, and by Kolchak, 
Denikin, Wrangcl, Yudcnich and others, supported by 
Allied finance and munitions, placed immeasurable ob- 
stacles in the way of planned economic organisation in 
Russia. Not only were skilled and experienced work<jrs 
and technicians and vitally needed supplies constantly 
being absorbed for purposes of defence, but the occa- 
sional separation of whole districts from the centre, and 
the destruction of transport, factories and stocks by the 
invading armies, made production intermittent and in 
some areas impossible. Carefully worked-out plans for 
the use of coal or grain supplies would be absolutely shat- 
tered by an invading force which tore up the railway lines, 
destroyed bridges and rolling-stock, and even flooded 
mines and burned stores of grain and raw materials. 

Already in the summer of 1917 Russia’s transport and 
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industry was functioning only feebly and intermittently ; 
by 1920 industries in the areas mainly affected by the in- 
vasions — in particular the coal and iron industries — had 
come almost to a standstill. In all industries planned pro- 
duction had had to be subordinated to the fortunes of war 
and to urgent military needs, and urgent measures of a local 
and unorganised character had often to be taken in order 
to keep industry going at all. Thus the non-arrival of coal 
supplies might be got over by an expedition of the workers 
at a particular factory to the forests to bring in supplies of 
wood with which they could run the factory for a week or 
two ; and — apart from organised requisitions carried out 
with the authority of the State — there was a constant drift 
from the factories into the country in search of food. This 
was the period of paper plans and actual chaos ; it was 
the period in which economic achievements depended 
more on local initiative than on centralised organisation. 
But at the same time it was the period in which the 
foundations were being laid for the effective reorganisa- 
tion of industry when the civil war came to an end. 

Apart from the previously existing dislocation of indus- 
try and the further dislocation caused by the civil war, 
the whole administration of production and distribution, 
even within the sphere controlled by the Soviet Govern- 
ment, was constantly weakened both by deliberate acts 
of sabotage and by the rawness and incompetence of many 
of the new administrators and managers of industry. There 
was no remedy for such weaknesses other than the slow 
and painful process of training new administrators and 
managers. And, towards the end of the period, partly be- 
cause the stability of the new Government became more 
and more apparent, and partly because the factory com- 
mittees began to appreciate the need for expert help, 
engineers and technicians, often even former managers, 
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began to be drawn into the current work of administra- 
tion. The report of the Supreme Economic Council for 
1920 recorded that, out of a total of 1,143 persons on the 
managing boards of factories under its control, 726 were 
workers, 398 were “ specialists,” and 19 were clerical 
workers. And the workers in responsible positions were 
undergoing a constant process of selection, on the initiative 
of the factory committees, of the trade unions, and of the 
provincial and central organisations of the Supreme 
Economic Council. 

A third source of confusion was the overlapping which 
was the inevitable result of the rapid growth of new or- 
ganisations. The Supreme Economic Council had been 
set up as the co-ordinating body for production and dis- 
tribution ; but while it was spreading its sphere of in- 
fluence and elaborating its organisation, many other State 
Departments, Town Soviets and other local organisations 
were involved in similar work on narrower fields. Practic- 
ally every People’s Commissariat was compelled to under- 
take the organisation of some field of production or dis- 
tribution ; and Town Soviets had taken over not only 
former municipal undertakings, but also many enterprises 
formerly privately owned. There was inevitable competi* 
tion for labour and for supplies, and the process of sorting 
out the spheres of work and authority was long and diffi- 
cult. At the same time the difficulties made clear the need 
for the establishment of some yet higher co-ordinating 
body — a body entirely divorced from actual administra- 
tion. The recognition of this need led to the establishment 
of the Council of Labour and Defence, with its auxiliary 
Department, the State Economic Planning Commission 
— “ Gosplan ” — which was to survey and formulate plans 
for the whole economic life of the country, including both 
industry and agriculture, finance and transport, as well 
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as production and distribution, whether nationalised, 
municipal, co-operative or privately owned. But before 
Gosplan could have any real influence on the country’s 
economic life a long process of co-ordination and de- 
centralisation had to be passed through. The period of 
“ military Communism ” ended with the secure establish- 
ment of the new Government’s authority throughout 
Russia ; and after 1920 peace made it possible to begin 
a general transformation of paper plans into real food 
and raw materials and manufactured goods. The change 
of ownership, at least in all large-scale industry, had been 
completely carried through, and the next problem to be 
solved was the building up of a system of organised ad- 
ministration. 


32 



CHAPTER II 


THE EARLY STAGES OF 
REORGANISATION 

After the final defeat of the invading armies and the 
termination of the civil war in 1920, the Government 
was able to turn its attention to general questions of re- 
organisation. The process of obtaining possession of the 
factories had been completed ; on the initiative of local 
Soviets it had even been carried considerably further than 
the central Government had intended. As a result : 

(1) The Soviet State was obliged itself indirectly to 
administer an enormous mass of the most heterogeneous 
types of undertakings, quite beyond the reach of the 
scanty resources of food and raw materials at its dis- 
posal. The immediate consequence of this was the utter 
impossibility of the rational and economic utilisation 
of those resources, and as a result their dissipation. 

(2) The supplying of undertakings was broken up 
amongst various Departments, and was not made 
directly dependent upon their productivity, with the 
result that powers were vested in many, while respon* 
sibility fell upon none. 

(3) With these methods of supply and under the 
existing conditions of remuneration, those who par- 
ticipated in production were not and could not be 
interested in the result of their labour or in the improve- 
ment of the methods of production. 
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(4) Thanks to the three years’ war and the extreme 
ruin throughout the country, it was impossible to draw 
up and apply a general economic plan, embracing and 
co-ordinating the various branches of national economy. 

These were the explanations given by the Soviet Gov- 
ernment on August 9th, 1921, when it issued detailed 
instructions for the application of “ the new economic 
policy.” From the purely administrative standpoint, there- 
fore, Nep — the new economic policy — was especially de- 
signed to concentrate attention on the most important of 
the nationalised factories, in order to ensure that the new 
administrative machinery was not overwhelmed by the 
very number and complexity of its burdens. From a wider 
economic and political standpoint, this narrowing of the 
field of direct State administration — with its corollary, 
the granting of official permission to private capital to 
operate outside this field — was also necessary. Production 
had fallen to only a small percentage of the pre-war level, 
and it was vital to encourage every possible development 
of output. Even the factories on which the State apparatus 
was to concentrate could not function unless supplies of 
raw materials and food were assured : and this meant the 
abandonment of forced levies of agricultural products and 
the purchase of supplies at prices which, even if fixed by 
the State, bore some relation to existing circumstances. 
It is not necessary to go into the detailed financial his- 
tory of the preceding period : the essential feature — as in 
other belligerent countries — had been the continuous de- 
preciation of the currency, and, with the adoption of a 
new policy involving production and trade on the basis 
of money transactions instead of requisitions and barter, 
it was clear that the currency would have to be stabilised, 
as ai* essential part of Nep. 
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During the spring and early summer of 193 1 the general 
principles of the new policy were worked out, and on 
August gth, 1921, the Council of People’s Commissaries 
issued a decree indicating its application in the sphere of 
industrial organisation. The essential features were : con- 
centration of the State apparatus on the larger factories, 
the leasing of smaller enterprises to groups or individuals 
who were prepared to run them, and the closing down 
of other enterprises. 

(1) The State, as represented by the Supreme Eco- 
nomic Council and its local institutions, concentrates 
under its direct control certain branches of industry, 
and certain large enterprises of special importance 
to the State, and other enterprises subsidiary to the 
latter. 

(2) Enterprises not included in the above groups will 
be leased to co-operative societies, workers’ associations 
and similar groups, as well as to private persons. . . . 
Soviet institutions must apply this provision energetic- 
ally to all undertakings which cannot be started or run 
by Soviet economic organisations, in order that the 
State mechanism may be relieved of small enterprises 
and works. 

(3) Undertakings which are not leased, the- conduct 
of which the State and its organs do not undertake, 
are liable to be closed. 

The new economic policy did not reverse or modify the 
change of ownership which had been carried out during 
the three preceding years. The enterprises which had 
been nationalised remained the property of the State, and 
the more important enterprises were retained for direct 
administration by the State under a system which was 
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gaining precision and effectiveness from day to day. Out- 
side the circle of the State-administered enterprises — a 
circle which was constantly widening — private capital 
was allowed to organise production in minor industries 
and small factories, until such time as the State apparatus 
could usefully be extended to cover these. Fundamen- 
tally, as subsequent developments have shown, Nep was 
a return to the earlier policy of central organisation and 
gradually intensified control which had been outlined by 
Lenin in his letter from Finland. The events which made 
it impossible to adhere to this earlier policy have been 
summarised in the first chapter — the civil war and the 
sabotage of former owners or managers of industry, com- 
bined with the eagerness of particular groups of workers 
or local Soviets to carry through without delay the change 
of ownership which was implicit in the revolution. Nep 
accepted and preserved the change of ownership, but 
made it possible for private capital to continue to func- 
tion in a limited sphere while the central State organisa- 
tion of industry was being developed and extended. 

An important feature of this period was the reorganisa- 
tion of the central apparatus itself. The Supreme Eco- 
nomic Council had been designed originally to be the 
co-ordinating body for the whole of Russia’s economic 
life, but the task of organising State industry alone had 
been too much for it. The Council of Labour and De- 
fence — a special war council of the Government — had 
been set up during the civil war to undertake the co- 
ordination which was of vital importance for defence 
purposes, and it had thrown up a special commission, 
styled " Gosplan,” or the State Economic Planning Com- 
mission, to investigate important supply problems and to 
prepare plans for production and supply extending beyond 
the range of State-controlled industry. The exigencies of 
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the situation during the period of civil war led to the as- 
sumption by the Council of Labour and Defence of control 
over every aspect of production and distribution — over 
the work of the Supreme Economic Council and of every 
other economic department and organisation. At the close 
of the civil war it still retained this dominant position, 
and its statistical and planning* section, Gosplan, was in 
possession of far wider material than had been collected 
by the Supreme Economic Council ; while the latter body 
was for all practical purposes submerged in the adminis- 
trative problems of State industry. 

The decree of August 9th, 1921, recognised and stabi- 
lised this development. Gosplan was made a permanent 
organisation and the leading position in Russians economic 
life was handed over to it, while the Supreme Economic 
Council reverted formally, as it had already done in 
practice, to the control of only one sector — State industry 

The general economic policy of all Russia is being 
worked out by the State Economic Planning Commis- 
sion, a committee of the Council of Labour and De- 
fence. Its duties are to co-ordinate the needs and re- 
sources of industry, agriculture, transport, food supply, 
etc. As soon as possible it must determine which £.re 
the most fundamental and vital industrial enterprises, 
and by concentrating supplies, raw material, and labour 
power on these enterprises, must organise their produc- 
tion in accordance with shock tactics, raising it to the 
highest point possible. ... It must institute a single 
economic scheme embracing all Russia. It must also 
harmonise the schemes of the economic departments, 
including the Commissariats, and must superintend the 
working of the scheme in general and its actual details. 

The Supreme Economic Council, acting as the 
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Commissariat for Industry, carries out those portions of 
the scheme which refer to State action in the sphere of 
industry. 

Not only were the Supreme Economic Council’s activi- 
ties limited in this way : the functions of the Council in 
relation to the administration of State industry were also 
limited. The field was narrowed down by the lopping off 
of the smaller nationalised enterprises, which were leased 
or closed down ; and the Council had to elaborate a 
scheme of administration covering at first only the larger 
enterprises in the most important industries. The in- 
structions for the formulation of this scheme ensured that 
it should embody the maximum of decentralisation : the 
Supreme Economic Council was not to undertake the 
direct management of enterprises, but merely general 
control. The form of decentralisation was not entirely 
new or evolved in the abstract : it was essentially the 
elaboration and improvement of the administrative forms 
which had grown up during the preceding period. The 
general instructions to the Supreme Economic Council, 
dated August 12th, 1921, in effect confirm the policy, 
already in operation to a limited extent, of grouping 
enterprises into Trusts : 

The largest, technically equipped, methodically or- 
ganised, and suitably situated undertakings in any 
branch of industry may be unified in a special combina- 
tion for the purposes of economic efficiency. Individual 
enterprises may also be set apart in this way. . . . The 
Presidium of the Supreme Economic Council, in agree- 
ment with the Presidium of the All-Russian Council of 
Trade Unions, is empowered to confirm the reorganisa- 
tion of groups of enterprises, and of single undertakings, 
along the lines indicated. 
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The Trusts were themselves grouped together under 
“ Chief Committees ” for each industry, working as de- 
partments of the Supreme Economic Council, and ap- 
pointed jointly by the Presidium of the Supreme Eco- 
nomic Council and the trade union concerned in the 
industry. The Chief Committee, again in consultation 
with the trade union, appointed the Board of each Trust ; 
and the Board of each Trust, in turn, appointed the man- 
ager or managing board of particular enterprises, in agree- 
ment with the local or district trade union organisation. 

All of this was in conformity with the practice already 
established. The essentially new point in the instructions 
of 1921 was the actual measure of decentralisation in- 
volved. A sharp break was made in the policy of central 
management. The establishment of a Trust with its 
separate directing Board was not merely a formula • the 
directing Board assumed full responsibility for the man- 
agement of the enterprises of which the Trust was com- 
posed, and was no longer required to refer administrative 
questions to the Chief Committee for the industry. The 
Trust was an independent financial unit ; it started with 
the factories and such stores of raw materials and manu- 
factured goods as were available, taken over on a valua- 
tion determined on certain general principles ; in most 
cases the Trust was also given a small — and completely 
inadequate — sum of money ; and it was then expected to 
start production and sale on a commercial basis — the 
profit or surplus of production reverting to the State. 

Each Trust had to prepare programmes of production 
and financial estimates, which were submitted to the 
appropriate Chief Committee for approval ; the Chief 
Committee in turn was responsible for seeing that the 
general plans of production prepared by Gosplan were 
adhered to in the programmes of the various Trusts. But, 
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after its programme and financial estimate had been 
approved, the Board of each Trust was directly responsible 
for organising and administering the detailed work : the 
Trust became in effect an indepencfent financial and 
administrative unit. 

At the same time, the independence of each Trust was 
limited by the general laws of the country, and in par- 
ticular by the labour legislation. Apart from the con- 
tributions to various social funds legally payable by the 
employing organisation and not by the workers, all wage 
conditions, standards of production, engagement and 
dismissal of workers, provision of housing and club facili- 
ties, etc., had to be agreed between the Board of the Trust 
and the appropriate trade union. The wages and condi- 
tions agreements were themselves based on principles laid 
down by the Commissariat for Labour and the Central 
Council of Trade Unions, so that in all labour questions 
the Board of the Trust could operate only within certain 
limits. 

Similar limits were set in regard to the prices policy of 
the Trusts. Much of their production was taken over by 
other State Trusts and organisations at fixed prices ; on 
the Other hand, of course, they got the advantage of a 
similar arrangement in securing raw materials or sup- 
plies from other State Trusts. But the Trusts were also 
allowed to sell their products in the open market, so far 
as this was necessary in order to obtain finance for current 
needs or for the purchase of machinery or equipment 
required. 

The actual formation of the various Trusts — involving 
the selection of the enterprises to be grouped, the valua- 
tion of equipment and stocks, the determination of the 
money capital to be provided by the State, and a host of 
other practical points — was extended over a very long 
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period, and in certain minor industries the process is still 
continuing. As each Trust was formed on the new basis, 
a special charter was drafted and sanctioned, and by the 
end of 1922 it had become apparent that there were many 
divergencies of principle in the statutes of the various 
Trusts, while many points had arisen which had not been 
provided for in the statutes. After considerable discussion 
by the various economic and political bodies, on April 
10th, 1923, the Council of People’s Commissaries issued 
a “ Decree on State Industrial Undertakings working on 
a commercial basis (Trusts) ” which definitely settled the 
principles on which the Trusts were to work, and, so far 
as State undertakings in Russia are concerned, this decree 
fills a place analogous to that occupied by the Companies 
Acts in Britain. 

It is not necessary to describe in detail the formal sec- 
tions of this decree — the sections which, as in the company 
law of other countries, provide for registration, statements 
of capital and directors, and the annual publication of 
audited accounts. Other features, however, are of interest 
because they arise out of the special conditions in Russia 
and help to make precise the general description already 
given. 

In the first place, the capital of the Trust is divided 
into “ basic ” and “ working ” capital. The basic capital 
consists of the factories and equipment (in the first in- 
stance, at a valuation) ; the Trust cannot dispose of them, 
nor can it offer them as security for a loan. On the other 
hand, the working capital — materials and supplies of all 
kinds, including money — are entirely at its disposal, and 
no State Department or institution is either responsible 
for them or is entitled to interfere with them. “ The State 
Treasury is not responsible for liabilities incurred by the 
Trusts ” ; on the other hand, “ No State institution or 
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enterprise has the right to take from the Trust its property 
or articles produced by the Trust,, except by agreement 
with the Trust.” In effect, the decree ensures the real 
economic independence of the Trusts,* although the lines 
on which they are to work from year to year are laid down 
by higher authorities. 

The money capital for each Trust is entirely provided 
by the State, through the Budget of the Supreme Eco- 
nomic Council ; but after formation the Trust may ob- 
tain short term loans from any bank on ordinary com- 
mercial lines ; long term loans require the sanction of the 
Supreme Economic Council and the People’s Commis- 
sariat for Finance, which may or may not guarantee the 
principal and interest. 

The provisions covering the allocation of profits are 
general, and percentages are to be fixed for each Trust 
by the Supreme Economic Council. In the first place, a 
certain percentage of the basic capital must be set aside 
each year as a sinking fund for renewals. Of the profit 
remaining after this allocation, not less than 20 per 
cent, must be set aside as a general reserve, until the re- 
serve reaches one-half of the total capital. Commissions 
and bonuses to employees may also be paid, and the bal- 
ance of profit is then handed over to the State Treasury. 
The reserve is the fund for normal extension and develop- 
ment ; special extensions are usually provided for in the 
form of long term loans or additional capital granted by 
the State through the Budget of the Supreme Economic 
Council. 

Apart from the handing over of surplus profits to the 
State, the Trusts were made liable to all forms of taxa- 
tion on the same basis as privately owned concerns. The 
purpose of this was not only to put the Trusts on a com- 
petitive basis in relation to privately owned concerns, but 
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also to ensure that the overhead expenses of the State 
were as far as possible equally distributed over production. 

The question of prices was also touched on in the decree, 
which laid down the general rule that the Trusts could 
sell their products at prices freely arranged with the buyers, 
but that in special cases the Supreme Economic Council 
could fix prices for articles of general consumption. But 
while the Trusts were free to buy and sell in the open 
market — that is, from any concern, whether publicly or 
privately owned — 

in all buying and selling transactions the Trust must 
give preference, where terms and conditions are equal, 
to State Departments and co-operative associations. 

All of these provisions are useful indications of the ex- 
tent of the financial autonomy granted to the Trust:. But 
the fifth section of the decree, which lays down the 
machinery of control and the responsibility of the various 
bodies concerned, is of special importance. As already 
stated, the Supreme Economic Council (through the Chief 
Committee for the industry concerned) organised the 
formation of the Trust and appointed the Board of the 
Trust ; it examined and sanctioned or modified the out- 
put programmes and financial estimates prepared by the 
Board of each Trust ; it controlled the fulfilment of the 
programmes and could authorise modifications if these 
were clearly required by the actual circumstances. The 
Supreme Economic Council had also the duty of examin- 
ing and confirming the annual accounts of each Trust, 
and of sanctioning any expenditure from the reserve funds, 
as well as the allocation of surplus profits. It was autho- 
rised at any time to remove members of the Board of a 
Trust and to appoint new members. All these functions 
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are clearly functions of control and not of management ; 
but in case any doubt might remain a special paragraph 
states 

“ the Supreme Economic Council does not interfere in 
the current administration and management work of 
the Board of the Trust.” 

The Board of the Trust was to consist of three to five 
members, holding office from year to year ; but the 
Supreme Economic Council was authorised to appoint 
individual managers in lieu of Boards when it considered 
this advisable. The decree laid down the principal func- 
tions of the Board of the Trust as follows : 

“ (a) Organisation of production and management 
of all undertakings forming part of the Trust. 

“ (b) Control of the accounts and the preparation of 
the annual accounts, balance sheets, estimates, and out- 
put plans. 

“ (< c ) Appointment and dismissal of employees and 
workers. 

“ ( d ) Purchase and sale of goods for cash or credit.” 

For each Trust a special Control and Audit Commission 
was established ; it was to consist of three members, two ap- 
pointed by the Supreme Economic Council and the third 
by the trade union concerned in the industry. The duties 
of this Commission included the auditing of the Trust’s 
accounts, but were considerably wider than the duties 
of company auditors in other countries, as the Com- 
mission had to examine and report to the Supreme 
Economic Council on the draft estimates and output plans 
%jid on all other periodical reports made by the Board of 
the Trust. The Control and Audit Commission was there- 
fore an outpost of the Supreme Economic Council and 
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the trade union, carrying on a continuous supervision of 
the Trust’s activities. But in order to prevent any weaken* 
ing of the Board’s authority the decree expressly provides 
that the Control and Audit Commission has no right of 
prior control, i.e. it has no authority to express its views 
in advance, whether consulted by the Board or not. 

At the time when this decree was issued there were no 
less than 458 Trusts in existence, employing a total of 
1,146,000 workers, or an average of 1,800 workers per 
Trust. This figure is a clear indication that the idea of a 
Trust as a large-scale amalgamation of enterprises had 
been unduly extended to cover almost any grouping, how- 
ever small, of separate factories and works. A large number 
of small amalgamations had been formed within each 
industry, and very little advance had been made in the 
real organisation of each industry under a single or a few 
large Trusts. In certain industries, however, large -'om- 
bines existed, grouping together all the enterprises in 
certain districts, although in other parts of the country 
there were numerous small “ Trusts ” which hardly de- 
served the title. In the textile industry, for example, there 
were fifty-five Trusts, of which ten employed 216,000 
workers, eighteen 100,000 workers, and the remaining 
twenty-seven only 19,000 workers. The same distribution 
with regard to size was evident in the metal industry, with 
sixty-one Trusts in all ; six of these employed 143,000 
workers, and the remaining fifty-six Trusts employed 
between them only 72,000 workers. 

In the general examination of industrial organisation 
which followed the publication of the decree on Trusts it 
became evident that the unification of the smaller Trusts 
was essential for a really co-ordinated scheme. During 
the years that followed, this unification proceeded steadily, 
the larger Trusts in each industry absorbing the smaller 
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Trusts and the factories which still remained isolated. But 
it must not be overlooked that the formation of the smaller 
Trusts had served the double purpose of preparing the 
ground for absorption and of freeing the Boards of the 
larger Trusts from a mass of relatively petty complica- 
tions during the early period of their existence. 

Meanwhile, another process was developing. The Trusts 
as originally formed were autonomous financially, buying 
their own separate requirements and selling their own 
separate products. The disadvantage of this separatism in 
the market, both in buying and selling, soon became clear. 
A dozen or more separate concerns in the same industry, 
often even in the same district, would be competing for 
raw materials and stores on the one hand, and for a 
market for their products on the other. The difficulties 
arising from this separatism, apart from their effects on 
the industrial units, also had serious political disadvan- 
tages. At that period there was a shortage of most manu- 
factured goods and a very serious shortage of fuel and 
raw materials. The chaos in buying and selling made the 
shortage more acute, besides producing great fluctuations 
in prices. The difficulties were particularly marked in the 
textile industry, which was manufacturing in the main 
for the general consumer and, owing to the shortage of 
raw cotton in the Soviet Union, was obliged to seek a 
large proportion of its raw material abroad. The competi- 
tion of the numerous Trusts in the textile industry seemed 
at first a necessary result of their autonomy ; but by the 
early part of 1922 it was realised that the competition 
must be ended. There were two alternatives : to restore 
to the Chief Textile Committee under the Supreme Eco- 
nomic Council some of its former operative functions ; 
or to establish a new co-ordinating organisation between 
the various Trusts. The first alternative would have 
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involved a reversal of the settled policy of decentralisation, 
and it was therefore rejected in favour of a new form of 
organisation — the Syndicate. The Textile Syndicate was 
the direct expression of the trading (as distinct from the 
productive) interests of the autonomous textile Trusts, 
which took up shares in the Syndicate and appointed 
their representatives on its Board of Directors. The Syn- 
dicate at first merged only the various selling departments 
of the separate Trusts ; the purchase of raw material was 
still in the hands of a special committee under the Supreme 
Economic (Council, which retained the monopoly for a 
further year, when the Syndicate took over all the trading 
functions of the Trusts. 

Like the Trusts, the Syndicate was subject to general 
control by the Supreme Economic Council ; in practice 
this meant that the appointments to the Board of the 
Syndicate were subject to the approval of the Supieme 
Economic Council, and that the latter examined the re- 
ports of the Syndicate’s activities. But the Syndicate was 
directly responsible to the Trusts which held shares in it 
and which transferred to it all their commercial opera- 
tions. The concentration of the buying and selling or- 
ganisations of all the Trusts in the apparatus of the Synj 
dicate at once effected substantial economies, and with 
this single joint apparatus the sale of textile goods on a 
planned system, involving a reasonable distribution of 
the available products over the whole area of the Soviet 
Union, became possible. The formation of the Textile 
Syndicate in fact prepared the way for a new system of 
co-ordination, centralised but not bureaucratic, and 
closely in touch with the requirements both of the pro- 
ducing units and of the consumers. During 1922 and 1923 
many other Syndicates were formed in other industries, 
on the same general principles as the Textile Syndicate. 

47 



RUSSIA 9 S PRODUCTIVE SYSTEM 

The growth in number of the Syndicates was accompanied 
by an extension of their functions until, as we shall see 
in Chapter IV., they became not mere auxiliary com- 
mercial organisations, but directing* bodies for all the 
activities of the producing units which they embraced. 

As was the case with the Trusts, the Syndicates were 
also established on the basis of “ commercial accounting. 99 
Starting with a capital subscribed by the Trusts, each 
Syndicate operated as a distinct financial unit, covering 
its overhead expenses and making a profit on the basis of 
commissions charged to the Trusts in respect of the various 
buying and selling transactions. A few of the Syndicates 
originally formed were not successful, and these were later 
wound up altogether or transformed ; but in general the 
new form of organisation was successful financially, and 
particularly successful in straightening out the chaotic 
conditions of the market. 

From the standpoint of the organisational structure of 
State industry the main features of the period from 1921 
to 1927 — the period of the introduction and development 
of the New Economic Policy — were the trustification of 
all important concerns and the formation of Syndicates, 
with the transference of all operative functions from the 
Supreme Economic Council to the Trusts and Syndicates. 
Outside the sphere of State industry numbers of smaller 
enterprises were being run by individuals or groups on 
a private profit-making basis ; and agriculture was almost 
entirely conducted on an individual basis. At the same 
time, the steady development of organisation in every 
branch of industry, and the accumulation of statistical 
and other information in the hands of the central Depart- 
ments — especially the State Economic Planning Com- 
mission — made it possible to plan Russia’s economic activi- 
ties as a whole, without any current interference in the 
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administration either of State or of privately owned 
enterprises. 

The economic planning activities of the Soviet organisa- 
tion of industry fall into three stages. There was the first 
attempt at centralisation and co-ordination under the 
Supreme Economic Council immediately after the revolu- 
tion in November 1917. This broke down pardy owing 
to the absence of any effective organisation in the actual 
producing units — the factories — but more particularly 
owing to the dislocation and destruction caused by the 
civil war. As already indicated, this was the stage of paper 
plans and relatively little actual achievement ; neverthe- 
less, it was a stage which prepared the way for the second 
stage of building up a definite organisation within State 
industry. In the second stage, dating from 1921, plans of 
production, in so far as State industry was concerned, 
became more and more real, and achievement corre- 
sponded each year more and more closely with the pian. 
The third stage — the stage of the Five Year Plan, start- 
ing from 1928 — is marked by the extension of planned 
production from State industry to Russia’s economic life 
as a whole. It is obvious, of course, that the process has 
been continuous. The compilation of statistics and the 
gathering of economic information, however inadequate 
in the first period, led gradually to the possibility of lay- 
ing down definite plans of work for the State-run indus- 
tries ; these plans had to take into account both the out- 
put and the needs of those industries or sections of industry 
which were not being run by the State, and with increas- 
ing knowledge and experience year by year a general and 
substantially accurate system of planning, covering the 
whole of Russia’s production and distribution, has been 
developed. 

So far as the general system of administration was 
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concerned, the introduction of the new economic policy in 
1921 did not involve any fundamental changes. As in the 
preceding period, the Supreme Economic Council, jointly 
with the trade union directly concerned in each industry, 
appointed the Directors of the Trusts, and in turn the 
Trusts, jointly with the central or provincial trade union 
organisations, appointed the managers of particular en- 
terprises. The engagement and dismissal of workers was 
in the hands of the manager, except in so far as agree- 
ments with trade unions provided that the consent of the 
factory committee must be obtained. But in all cases, 
under the Code of Labour Laws issued on October 30th, 
1922, the right of the workers’ factory committee to ex- 
press its views was secured by the provision that 

“ the management must inform the committee within 
three days of the employment of new workers, and must 
give it three days’ notice of proposed discharges ” (par. 
161, c ). 

Even where there was no collective agreement with the 
trade union ensuring that the factory committee’s approval 
must be obtained before engagements or dismissals be- 
came effective, this general provision of the Labour Code 
made it possible for the factory committee to examine 
every individual case and, if it was not satisfied, to make 
representations to the management. If it obtained no 
satisfaction from the management, the factory committee 
could make further representations through the trade 
union machinery to the Board of the Trust, and even to 
the Supreme Economic Council. 

Moreovef, although the factory committee did not it- 
self appoint the manager or managing board, it was ai- 
rways consulted by the trade union, which had the right 
to participate in the appointment, and therefore to press 
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its own candidates and veto others. If no agreement could 
be reached between the trade union and the Board of 
the Trust, the question was settled by the higher bodies 
— the Central Council of Trade Unions and the Supreme 
Economic Council. Even after the appointment of the 
manager the factory committee could, and frequently did, 
take effective steps to secure his dismissal, by making re- 
presentations through the trade union machinery to the 
higher authorities. Thus the factory committee continued 
to have effective control of the management, although the 
actual appointment of the manager or board was no longer 
in its hands. This system achieved the desired result — 
relative stability in the management, with the Boards of 
the Trusts insisting on technical efficiency, and on the 
other hand the possibility of removal by the workers where 
there were good reasons for this step. 

It is not to be supposed that the system worked per- 
fectly. Reports of trade union conferences, especially in 
the early years of the new economic policy, show that 
numerous complaints were made by the workers of the 
difficulty of getting managers removed even where there 
were solid economic reasons for this course. At Economic 
Conferences counter-charges were made that the trade 
unions themselves put forward candidates who were un- 
fitted to carry out the duties of management. Undoubtedly 
there were many cases to be quoted in support of each 
contention. The main cause of the difficulties which arose 
was the shortage of adequately trained managers who 
were willing to work in Soviet industry, rather than any 
inherent difficulty in the system of appointment. It must 
often have been very difficult to choose between, say, an 
experienced manager of unsatisfactory personal character 
and an inexperienced candidate who had the support of 
the workers. In such cases it is not surprising that the 
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higher authorities on both sides — trade union and eco- 
nomic — should temporise and delay making changes even 
where the manager was clearly unsatisfactory. It was one 
of the many problems which could only be solved gradu- 
ally * by the intensive training of working-class candidates. 
This training was developed rapidly after 1921, both by 
.the trade unions and the Commissariat for Education ; 
and it is clear from both trade union and economic re- 
ports that the problem is no longer acute, and that the 
general quality of the management, at least in important 
enterprises, is now relatively high. 

It will be recalled that in the first stages of the revolu- 
tion the factory committee elected by the workers was 
often the committee of management, or nominated a 
control commission to control the work of the manager. 
At a later stage the control commission was appointed 
by the Supreme Economic Council and the trade union 
concerned, and at this stage its report was made to the 
higher authorities and not to the workers in the particular 
factory, who no longer had direct control over the man- 
agement. But at all times the factory committee had the 
right to have information about the economic position of 
the factory and to put forward suggestions for improved 
working. Wherever the factory committee was active this 
right was fully exercised ; and in the Code of Labour Laws 
of October 1922 it is laid down as one of the functions of 
the factory committee 

u to assist the normal progress of production in State 
enterprises and to participate, through the appropriate 
trade (industrial) union, in the regulation and organisa- 
tion of the economic life of the country ” (par. 158, e). 

Apart from the regular reports of the management to 
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the factory committee the system of “ production con- 
ferences ” was instituted. These were general meetings of 
the workers at each enterprise to receive reports from the 
management on the production and economic position of 
the concern, and to discuss all matters which cither the 
manager or the workers cared to raise in connection with 
organisation, production methods or other economic 
points. The object of these was to keep the workers in- 
formed of the actual position and to draw them into the 
work of management, even if only indirectly. By 1926 
production conferences had become a regular part of the 
life of the larger enterprises, although — as, for example, at 
the Soviet Trade Union Congress in December 1926 — 
many criticisms were made of the ineffectiveness of these 
conferences. It was urged that the managers in general 
did not present the material in a way that could be under- 
stood by the workers, and that, on the other hand, even 
the factory committee did not make sufficient effort to 
examine the report in a practical way. In order to make 
the conferences more effective, it was decided to develop 
economic training classes inside the factories and to urge 
the factory committees to take the lead in discussing the 
managers’ reports. It is stated that the production con- 
ferences are steadily becoming more effective : the man- * 
agers have learnt to make their reports more clearly, 
bringing out points which can be understood and taken 
up by the workers ; and, on the other hand, the per- 
centage of workers attending the production conferences is 
rising, and the factory committees have learnt to initiate 
and invite useful discussions. The production conferences 
have been of great importance both in the preparation 
of the Five Year Plan and in the actual carrying through 
of the work planned for each enterprise. 

From 1922 onwards the new economic policy and the 
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decentralised administrative system gave substantial re- 
sults in production and distribution. To some extent the 
increase in production after 1921 was simply due to the 
removal of the difficulties caused by actual warfare over 
large areas of the country. It was once more possible to 
begin work at numbers of factories which the war had 
deprived of fuel and raw materials. It was once more 
possible to move products from one place to another. 
Total industrial production, which in 1920 had fallen to 
below 20 per cent, of the pre-war level, had already 
reached 40 per cent, by 1923, and by 1927 had actually 
passed the pre-war level. The general economic results 
justified the system of administration, and no substantial 
changes were found to be necessary. The processes of de- 
centralising the administration and centralising the plan- 
ning of production developed together, each helping the 
other. But the general structure of the productive system, 
embodying the result of ten years’ experience, remained 
unchanged, and an examination of the system as it is 
working to-day shows merely further elaboration and 
extension of principles which were already well established 
by 1927. 
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THE STATE TRUSTS 

The conditions leading to the formation of Trusts com- 
bining State enterprises within each industry have been 
described in Chapters I. and II. The principle of unifica- 
tion through Trusts was maintained, and the process of 
drawing in smaller enterprises to the larger units continued 
for several years. But the structure and functions of the 
Trusts were modified in certain important respects by a 
Decree issued in 1927. These changes were made neces- 
sary by the expansion of industrial output and "he 
rationalisation of production and distribution, as well as 
by the formation of the Soviet Union and the division of 
functions between the Supreme Economic Council of the 
Soviet Union and the Economic Councils of the separate 
Republics. But there were also fundamental changes in 
the general conception of the Trusts. At the time when the 
1923 Decree was issued, the leading idea behind the 
formation of Trusts was still decentralisation — the aboli- 
tion of bureaucratic management by the Supreme 
Economic Council, and the improvement of economic 
efficiency by placing full responsibility on the Directors 
of the Trusts, who were expected to show that they were 
working on a strict accounting basis and were making a 
profit. The 1923 definition of Trusts (par. 1 of the Decree) 
was : 

“ State industrial undertakings, authorised by the 
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Government to carry out their operations independ- 
ently, in accordance with a special charter granted to 
each, and working on a commercial basis with the aim 
of acquiring profits.” 

The Decree on Trusts of June 29th, 1927, which re- 
corded the modifications introduced during the four years 
since the first Decree, showed a certain return to the con- 
ception of central control ; the definition was : 

“ A State Industrial Trust is a State undertaking or- 
ganised on the basis of a special charter, as an inde- 
pendent economic unit with the status of a legal entity 
and with, capital not divided into shares ; it is under 
the control of a State Department named in its charter, 
and it works on a commercial basis in conformity with 
the plan of work confirmed by the above-mentioned 
State Department.” 

In the new formation it will be observed that the refer- 
ence to “ acquiring profits ” was omitted. To a certain 
extent this was due to the political controversy which had 
centred on this phrase, which had been represented as 
implying that the sole function of the State Trusts was to 
make profits, without bringing out their function in the 
general organisation of industry and in preparing the 
ground for a planned system of production. 

The new formulation was partly a correction of false 
ideas of the functions of the Trusts, and partly a recogni- 
tion of the fact that the development of the Trusts had 
already gone so far that it was possible to bring out more 
clearly their place in the scheme of Soviet industrial or- 
ganisation. To a certain extent, in the early period of the 
Trusts, their Directors had concentrated attention on the 

56 



THE STATE TRUSTS 

making of profits for each Trust without sufficient regard 
to the economic needs of the country as a whole. This in 
turn was due to the lack of any efficient co-ordinating 
machinery at the centre. The original machinery of cen- 
tralised management by the chief committees under the 
Supreme Economic Council had been unsuccessful, and 
the formation of the Trusts was a definite move towards 
decentralisation and the abolition of bureaucratic con- 
trol. The Directors of the Trusts were put in charge of 
groups of enterprises and instructed to run them as inde- 
pendent financial units ; and, even if the Directors had 
been anxious to subordinate the financial interests of the 
Trusts to the general economic interests of the country, 
the machinery of co-ordination was not yet developed 
sufficiently to keep them informed of what were these 
general economic interests or to guide their work in 
conformity with a, general plan. The sharp break with 
bureaucratism in the management of industry was essential 
and it produced mainly good results ; but among the bad 
results was undoubtedly the excessive concentration on 
profit-making and the tendency of the Directors of the 
Trusts to justify every form of activity by showing that 
they were working at a profit. This was the period of the 
“ Nepman 55 — the private traders who made large profits $ 
by buying the products of the State Trusts and selling 
them either on the general market or even to other State 
Trusts. The State Trusts, generally speaking, were working 
in complete ignorance either of the production or needs 
of other State Trusts, and both production and distribu- 
tion were chaotic. 

The formulation in the 1927 Decree on Trusts was 
essentially a reminder to the Directors that the Trusts 
were independent units only for administrative purposes, 
and that their work must be subordinated to the general 
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plan of production and distribution. Each Trust is only 
a part of an industrial machine whose work is laid down 
and supervised by a central body. Although each Trust 
is given administrative independence, because this has 
proved to be the most efficient form of management of 
particular concerns, nevertheless the work which it is to 
carry out is allocated by a central body in order to en- 
sure the maximum efficiency in the industrial system as 
a whole. The conception of planned work was present in 
the 1923 Decree — as we have seen in Chapter II., that 
Decree instructed the State Economic Planning Com- 
mission to prepare a general economic plan. The 1927 
definition of Trusts showed that the stage of actual work- 
ing on the basis of a general economic plan had been 
reached. 

Moreover, the strict demarcation between the functions 
of general control and particular management, which the 
formation of the Trusts had been intended to achieve, had 
come to be recognised as impossible. On the one hand, 
the chaotic conditions of production and distribution in 
the early period of the Trusts had resulted in occasional 
interference on the part of the higher authorities in the 
work of the Trusts, more especially in their prices policy. 
Control clearly involved interference in management. 
And, on the other hand, the fusion of the smaller Trusts 
into larger Trusts, and the generally expanding scale of 
production, transformed the Boards of the Trusts into 
controlling bodies supervising the work of managers of 
particular factories, instead of really administrative bodies. 
The organisation of production on a large scale involves 
an increasing remoteness of the higher managing bodies 
from the detailed work of management, but it does not 
by any means involve their exclusion from all adminis- 
trative functions and their transformation into bodies 
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exercising merely ex post facto control. In the same way 
the independence of the Trusts, even in administrative 
questions, was necessarily qualified in practice. During 
the four years from 1923 to 1927 — and in fact ever since 
— the precise delimitation of functions between the Trusts 
and the Supreme Economic Council had been the subject 
of controversy, and there had been continual “ struggles 
for power ” over particular issues. On the whole, the crude 
decentralisation policy of 1923 was reversed, and after the 
1927 Decree the Trusts were more closely linked together 
both with each other and with the central apparatus — 
the Supreme Economic Council. But this does not mean 
that there was a return to bureaucratic centralism. The 
attempts made by the apparatus of the Supreme Economic 
Council to preserve its functions of management over 
industry were vigorously resisted, and the structure of the 
Supreme Economic Council’s apparatus was completely 
changed, so that there was no longer the machinery for 
bureaucratic centralism. On the other hand, the de- 
centralisation involved in the formation of Trusts was 
modified, especially in connection with buying and sell- 
ing operations. By 1927 the buying and selling operations 
of the Trusts were being carried out mainly by the Syn- 
dicates, while the operations of the Syndicates were * 
governed by the general distribution plan and by the 
price-regulating authorities. 

In connection with prices and buying and selling gener- 
ally, the 1923 Decree provided that the Trusts should sell 
their products “ at prices freely arranged with the buyers,” 
although the fixing of prices for articles of general con- 
sumption was also contemplated. The 1927 Decree, taking 
into account the general fixing of prices for wholesale 
transactions — which is a necessary part of a general eco- 
nomic plan — lays down simply that prices must be in 
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conformity with the price regulations in force from time 
to time. 

It will be noted that a part of the definition of a Trust 
in the 1927 Decree is that its capital *is not divided into 
shares. Share companies exist in the Soviet Union, and 
in particular most of the trading concerns, including the 
Syndicates, were formed on a share basis, the capital be- 
ing subscribed either by State Departments or other State 
institutions (including the Trusts) or by co-operative or- 
ganisations or private individuals. But the industrial 
organisations are almost exclusively State Trusts, not share 
companies, which exist in industry only in exceptional 
cases — as, for example, in groups of smaller enterprises 
which in some cases have been formed into a single com- 
pany, the local Soviets concerned holding the shares. 

In certain cases, a single industrial enterprise may be 
given the charter and status of a Trust. This applies to 
very large enterprises which are situated at a great distance 
from other enterprises in the same section of industry. In 
such cases there may be no organisational advantages in 
linking the enterprise with others, and it is given the in- 
dependent status of a Trust in order to bring it into the 
general scheme of organisation. But as a rule the Trusts 
are combinations of enterprises, and the purpose of the 
Trust organisation is precisely this linking together of 
separate enterprises in order to facilitate co-ordination 
and rationalisation in productive methods, administra- 
tion and finance. 

In the overwhelming majority of cases the Trusts were 
formed on a horizontal basis — i.e., they covered enter- 
prises in the same sector of industry and carrying out more 
or less similar work. But there are also Trusts of a vertical 
type — covering enterprises working on various stages of 
production, from the extraction of raw materials to the 
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production of finished goods. Trusts have even been 
formed of completely different and unrelated types of en- 
terprise, merely because the enterprises were geographic- 
ally near to one another. But the tendency is to split such 
geographical Trusts and to join the parts to other Trusts 
on the basis of the nature of the industry. 

At the same time, geographical proximity is obviously 
an important factor to take into account when the forma- 
tion of enterprises into a Trust is being considered, pro- 
vided that the enterprises belong to the same branch or 
interrelated branches of industry. Where enterprises are 
necessarily concentrated in particular areas — as for ex- 
ample in the oil and coal industries — the geographical 
demarcation of the Trusts is easily determined. Thus the 
oil industry was organised in seven Trusts corresponding 
with the seven oil regions — Azerbaijan, Grozny, Emba, 
Kuban, Turkmenistan, Uzbekistan, Sakhalien ; and the 
coal industry was similarly organised in regional Trusts. 

The process of trustification in other industries, in which 
the enterprises are more or less widely scattered, did not 
reach such a speedy conclusion as in the oil and coal in- 
dustries. As we saw in Chapter II., in the early period of 
trustification large numbers of small Trusts were formed, 
and the process of their formation into larger units or 
absorption by larger Trusts has not reached finality. The 
formation of a very large unit may involve its transference 
from control by the Economic Council of one of the Re- 
publics to control by the Supreme Economic Council of 
the Soviet Union, which is responsible for Trusts regarded 
as of “ All-Union importance ” — i.e., producing for the 
whole area of the Soviet Union, as distinct from those 
which normally sell their products within a single Re- 
public or district. The number of Trusts of each class is 
therefore more or less constantly changing, apart from the 
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formation of new Trusts ; but the relatively high degree 
of concentration achieved by 1929 is shown by the follow- 
ing statistics of the Supreme Economic Council for that 
year : 

All-Union Trusts, under the Supreme Economic 
Council of the Soviet Union ... 76 

Trusts under the Economic Councils of the sepa- 
rate Republics . . . . . .126 

District Trusts, under District Economic Councils 556 

The All-Union Trusts were immense organisations, in 
some cases covering whole branches of industry. The 
Sugar Trust, for example, united under a single manage- 
ment nearly 200 factories in every part of the Soviet 
Union ; “ Donugol,” the largest coal Trust, united the 
whole coal industry in the Donetz coal basin, with an 
output of some thirty million tons a year ; the Ivanovo- 
Vosncsensk Textile Trust covered the whole textile in- 
dustry in that district, employing over 100,000 workers ; 
and the “ Uralmet ” Trust covered the whole metal in- 
dustry of the Ural region, having itself been formed by 
the combination of ten previously existing Trusts in that 
area. 

One of the accompanying features of this steady con- 
centration of industry in the Trusts was the tendency of 
the Trust organisation to confine itself to the purely pro- 
ductive side, and to throw off the burden of other opera- 
tions by setting up special organisations under their own 
separate management. The most general form of this 
separate organisation was the Syndicate, the growth and 
functions of which are described in the next chapter ; a 
liumber of share companies were also set up by the Trusts 
for special purposes, such as important export operations. 
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This tendency to set up special organisations to carry out 
functions originally assigned to the Trusts developed with- 
out any official encouragement, at any rate in the early 
stages ; but it reached very important dimensions, and 
the Trusts became almost exclusively limited in practice 
to the organisation and general control of the productive 
processes. 

At the same time, there was one function, not origin- 
ally contemplated as belonging to the Trusts, which they 
found themselves obliged to perform — the organisation 
and supervision of building operations. In the early period 
of the Trusts they were entirely concentrating on bring- 
ing existing buildings and plant into operation ; but when 
the pre-war level of production had been reached in 1927, 
and new construction became a condition for further 
expansion of output, every important Trust of necessity 
had to undertake and carry through building operations 
on a large scale. At a period of rapid expansion such as 
was taking place at that period this was a very substantial 
addition to the administrative burdens of the Trusts. The 
burden became so great that there was a tendency for the 
Trusts in an industry to combine in the formation of a 
special building company — such as the Textile Industry 
Construction Company. This is a further example of the 
tendency of the Trusts to throw off the direct manage- 
ment of all operations not immediately related to the 
productive process — a tendency which was healthy be- 
cause it prevented the growth of an unwieldy apparatus 
and cpnsequent bureaucratism within the Trusts. 

The provisions for the distribution of profits of each 
Trust, which were vague in the 1923 Decree, became 
more precise in the 1927 Decree. In the first place pro- 
vision was made for the setting aside of a certain per- 
centage of the amount of the fixed capital as a depreciation 
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fund ; this allocation |was made before the profit was 
arrived at— it was one of the regular charges on production 
and was covered in the calculation of production costs. 
The profit was then subject to the deduction of Income 
Tax (io per cent.), and on the net amount thus arrived 
at there were several compulsory allocations. The first 
was an allocation of 25 per cent, to a special reserve for 
the extension of the enterprise (new buildings and equip- 
ment). The second was an allocation of 10 per cent, to 
the capital of the Bank for Long Term Credits to Indus- 
try. This allocation had the same general purpose as the 
reserve for the extension of the enterprise, but it was 
mobilised for the use of industry as a whole by being 
handed over to this special bank. The third allocation 
was one of 10 per cent, to the general reserve fund of the 
Trust, which is used to enlarge working capital as opposed 
to new buildings and equipment, which are provided for 
in the first (and in a general form also in the second) 
allocation. Thus 45 per cent, of the net profit after pay- 
ment of Income Tax is compulsorily reserved in one form 
or another ; and in addition to these allocations, which 
apply to all sections of industry, Trusts in particular in- 
dustries may be compelled to reserve further amounts for 
the extension of auxiliary industries, such as industries 
supplying their raw materials. These additional reserve 
allocations may be decided upon by the Supreme Eco- 
nomic Council or other Commissariat controlling the 
Trust. 

There come next two allocations not of a reserve Qharac- 
ter. The first amounts to 10 per cent, of the net profit, 
and is for the purpose of improving the conditions of the 
workers employed by the Trust — especially by the pro- 
vision of new houses. The second, the amount of which 
is not fixed, but which must not exceed one-quarter of 
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i per cent, of the net profit, is for distribution as a bonus 
to the administrative and technical staff. 

The balance left after all these allocations is paid over 
to the State Treasury and, together with the io per cent. 
Income Tax, forms part of the Budget revenue. Of the 
gross profit of the Trust (after provision for depreciation) 
approximately 50 per cent, is therefore brought into the 
State Budget, 40 per cent, is kept by the Trust as reserves, 
and io per cent, is used to improve the workers’ conditions. 

The fixing of precise percentage allocations in the 1927 
Decree had the aim of raising the percentages kept by the 
Trusts in order to facilitate the accumulation of reserves, 
which was a necessary condition for the rapid extension of 
industry. The 1923 Decree had left the reserve allocations 
to be fixed for each industry and Trust by the Supreme 
Economic Council and the Commissariat for Finance ; 
and the result had been constant disputes between the 
Supreme Economic Council, which was anxious that the 
Trusts should build up reserves, and the Commissariat 
for Finance, which strove to draw in all available profits 
to aid the State finance of the current year. The new 
Decree fixed high percentages for reserve allocations and 
at the same time simplified the procedure of distributing 
the profits. The profit made by the Trusts and the division 
of the total between the Trusts (mainly for reserves) and 
the Treasury were approximately as under : 


Oct. 1 to Sept. 30 

Total Profit 
( 1 million £) 

Kept by Trusts 
{ million £) 

Paid to Treasury 
( 1 million £) 

I924-25 

45 

27 

18 

1925-26 

63 

35 

28 

1926-27 

64 

20 

44 

1927-28 

74 

35 

39 
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These figures, however, only give the immediate rela- 
tions between the particular Trusts and the State Trea- 
sury. A large part of the resources taken from the Trusts 
in the first instance was returned to fndustry in the form 
of Budget subventions to certain industries or provision 
of capital or additional capital to particular Trusts. To 
this extent the transfer of profits to the Treasury was only 
the machinery through which profits made in one indus- 
try were mobilised to help other sections of industry. In 
general during the period referred to the effect of these 
arrangements was to transfer the profits of light industry 
to aid the development of heavy industry. The financing 
of industry from the State Budget is worked by advances 
from the State to the Bank for Long Term Credits to 
Industry, and advances from this bank to particular 
Combines or Trusts. 

The 1927 Decree made important alterations in the 
supervision of the Trusts. In the 1923 Decree there had 
been three controlling bodies — the Supreme Economic 
Council, the Board of the Trust, and the Control and 
Audit Commission. The new Decree completely abolished 
the Control and Audit Commission, which was objected 
to by the Directors of the Trusts on the ground that its 
personnel was frequently incompetent, its functions in- 
definite and its detailed enquiries useless. The Supreme 
Economic Council raised no objection to the abolition of 
the Control and Audit Commission for each separate 
Trust, and now the valuable part of the work formerly 
done by these Commissions is carried out by officials of the 
Inspection Department of the Supreme Economic Council. 

Moreover, the functions of the Supreme Economic 
Council were more clearly defined by the new Decree 
'than they had been in 1923, and in certain respects the 
Supreme Economic Council was given fuller power — in 
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correspondence with the tendency to revert to co- 
ordinated control, as against the outright decentralising 
tendency which had been dominant in 1923. Thus the 
consent of the Supreme Economic Council was required 
for any sale of property even if it was no longer of use to 
the Trust ; and its consent was also required for any leas- 
ing of property, any new construction or alterations in 
existing buildings and plant, and any withdrawals from 
reserve funds or borrowing of long-term loans. The ap- 
pointment and dismissal of the Board of the Trust re- 
mained in the hands of the Supreme Economic Council, 
which was also given the right to veto the appointment 
of the Chief Accountant. Perhaps the most important new 
provision was the precise subordination of the work of 
the Trust to the plans laid down by the Supreme Eco- 
nomic Council, including the fixing of prices at which 
the Trust was to sell its products. 

The functions of the Board of the Trust were again 
defined in a somewhat different form from the 1923 
definition : 

“ Under the general supervision of the institution to 
which the Trust is subordinated (usually the Supreme 
Economic Council or the Economic Councils of the 
separate Republics or the District Economic Councils), 
the Board directs independently the whole operative 
and administrative work of the Trust, managing its 
affairs and the property placed at its disposal and carry- 
ing through all transactions and operations connected 
with the management of the Trust (including the mak- 
ing of agreements and contracts) ; and it applies for 
the sanction of the institution to which the Trust is 
subordinated only in those cases in which such sanc- 
tion is legally required.” 
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But in fact, even when the 1927 Decree on Trusts was 
being discussed, their position in the whole scheme of 
State industry was rapidly changing. Originally the 
central forms of organisation, they wAe being forced into 
a secondary position by the growth of the Syndicates 
which the Trusts themselves had created. They were los- 
ing power, too, in another direction — the enterprises 
or factories which they had been established to co- 
ordinate. The following chapters describe the rise to 
power of the Syndicates and the establishment of auto- 
nomy for the factories, thus leaving the Trusts as survivals 
of an earlier period, to be abolished or to have their func- 
tions changed in the next great reorganisation of industry. 
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THE SYNDICATES 

When the Trusts were first established as independent 
financial entities in 192 1, they were given the general right 
(subject to limitations in particular cases) to buy the raw 
materials they required and to sell their products in the 
open market. The working capital with which each Trust 
started was mainly in the form of stocks of raw materials 
or manufactured goods, and in almost every case the Trust 
was compelled by its shortage of working capital to sell 
its stocks and new products as rapidly as possible, with- 
out very much regard to the price obtained. The result 
was inevitable — a general fall in prices, at a time when 
production was extremely disorganised and all costs were 
high. Through the competition to find buyers the various 
Trusts in each industry were brought into conflict, and 
the disorganisation of the market was rapidly growing 
worse. The tendency showed itself most clearly in the 
industries manufacturing articles of general use ; in the L ' 
case of the heavy industries the same problem did not 
arise. But in the textile, tobacco and match industries, 
for example, the various Trusts could and did sell their 
products or stock at the earliest possible moment, in order 
to use the proceeds as working capital. While the cut- 
throat competition to sell was extremely harmful from a 
general standpoint, it nevertheless made it possible for 
production to go ahead. But as time passed it became 
evident that the Trusts were selling their products actu- 
ally below th^ cost of production, and by the beginning 
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of 1922 the need to co-ordinate the buying and selling 
activities of the various Trusts began to be realised. 

At the same time, all suggestions of a centralised system 
of buying and selling were rejected as being completely 
out of harmony with the new policy of decentralisation : 
it was argued that If the right to buy and sell were taken 
from the Trusts, their financial independence would be 
completely illusory. The solution was found by the 
establishment of “ Syndicates, 5 ’ joint buying and selling 
organisations set up by the Trusts themselves and re- 
sponsible to the Trusts, but at the same time functioning 
as co-ordinating bodies between the different Trusts. 

In addition to the Syndicates, in the narrow use of the 
word as joint buying and selling organisations set up on a 
share basis by the State Trusts, there developed in certain 
industries a looser type of joint organisation — the Con- 
vention. Unlike the Syndicates, the Conventions did not 
aim at setting up a new distributive apparatus distinct 
from the Trusts and consolidating the former distributive 
apparatus of the separate Trusts. Though Conventions 
might set up their own permanent offices and staff, the 
work of the staff was limited : they had no commercial 
functions, and there was no capital to finance any trans- 
actions. The object of the Conventions was only to co- 
ordinate the commercial activities of the Trusts by agree- 
ments on the demarcation of areas for each Trust for the 
sale of products and purchase of raw material, to dis- 
tribute work among the members of the Convention, to 
fix conditions of sale and purchase and to determine prices, 
ranges and standards. But the Conventions were only 
preliminary forms of organisation, and in the course of 
the three years after 1923 they were either liquidated 
or were transformed into Syndicates with operative 
functions. 
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It must be made clear that the formation of Syndicates 
was not due to any administrative decree. The Syndicates 
were thrown up gradually in industry after industry, as 
the result of independent attempts by the Trusts to solve 
their own problems. Membership of a Syndicate was 
purely voluntary, and the early Syndicates did not cover 
all the Trusts in each industry. But the advantages of 
membership were so clear that in 1929 Syndicates covered 
nearly the whole of State industry. In many cases Syn- 
dicates were formed for limited sections of an industry 
and in the course of time extended to other sections, or 
merged with other Syndicates. In a few cases Syndicates 
did not prove useful, owing to the nature of the industry, 
and these were liquidated. In his book on Syndicates , V. I. 
Kantorovitch gives a list of 49 Syndicates or other kinds 
of joint selling organisation formed between March 1922 
and December 1927. Of these, 17 were formed in 10^2, 
7 in 1923, 5 in 1925, 7 in 1926 and 10 in 1927. But there 
is a considerable amount of duplication in this list owing 
to the reconstruction and merging of Syndicates ; only 
25 separate Syndicates remained at the end of 1927, and 
only 20 in 1929. The most important of these were the 
Textile, Leather, Oil, Match, Timber, Metal, Engineer- 
ing, Paper and Tobacco Syndicates. 

In some industries joint selling organisations were 
developed for specific purposes, such as “ Exportles,” a 
company formed by the Timber Trusts for the export and 
sale abroad of certain of their products. But there was a 
steady tendency towards consolidating such intermediate 
forms into a definite Syndicate working as a permanent 
unit for all buying and selling operations. 

The advantages of the Syndicate can be illustrated from 
the evidence given by the representative of the Gomza 
metal works at an enquiry held in 1924. 
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“ The Syndicates arose quite naturally. When the 
Trusts came up against organised and centralised State 
purchasers of their products, they realised the need to 
form Conventions and Syndicates. The Syndicates were 
also required for sales in the general market. Before the 
Metal Syndicate was formed, Gomza used to sell its 
marketable products in Moscow only. The nails pro- 
duced by the Trust never went further than Moscow. 
And when the Trust set up a few offices for the sale of 
its minor products, the energy required and the over- 
head expenses involved were excessive. By selling 
through the Syndicate the expenses have been reduced, 
and the nails arc selling a thousand miles beyond 
Moscow.” 

Nevertheless, in certain industries Syndicates proved to 
be unnecessary or impossible. In June 1922, for example, 
a Coal Syndicate was formed ; it was liquidated within 
six months, and has never been revived. In the first flush 
of Syndicate organisation, the Coal Trusts had formed 
this Syndicate ; but they soon realised that the Syndicate 
was superfluous. Coal hardly enters the general market, 
being used mainly for the railways and industry. Owing 
to the economic importance of coal, the programme of 
production has always been laid down by the All-Union 
Supreme Economic Council, the price has been regulated, 
and the distribution has been made on a definite plan. 
In such circumstances a Syndicate has no useful functions. 
In other industries the units are so small and so scattered 
that the organisation of a Syndicate is too difficult, and 
it is partly unnecessary because the products of these small 
enterprises are sold only within a narrow radius, easily 
organised by the factory itself. Similarly, the proportion 
of the industry included in the Syndicate varied from 
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industry to industry. An industry in which there are only 
a few large Trusts is easily organised into a Syndicate for 
the whole industry ; but if there are both large Trusts 
and small enterprises, the Syndicate naturally covers only 
the large Trusts. It is not only a question of the difficulty 
of organising a Syndicate based on small enterprises : the 
fact is that small enterprises produce as a rule only for 
their own immediate neighbourhood and have regular 
clients, while large Trusts, producing for large regions of 
the Soviet Union, are properly brought into a Syndicate 
which can extend and at the same time regulate the areas 
of sale. Another factor is the type of product. The small 
enterprises produce as a rule special types of products, 
often of inferior quality ; this makes it difficult to bring 
them into a general scheme of distribution, because the 
larger buyers require standardised articles. And from the 
wider economic standpoint, the production — and con- 
sequently markets — of the larger enterprises must be in- 
creased at the expense to some extent of the smaller enter- 
prises. The latter arc uneconomic, and should not be 
given artificial respiration in the form of a Syndicate 
which preserves for them a share of the market. 

Nevertheless, some of the Syndicates, while constituted 
only of the larger enterprises in an industry, actually^ 
helped the smaller non-syndicated enterprises by under- 
taking their buying and selling operations. This was done 
for example in the leather, match and metal-working in- 
dustries, in order to ensure the fullest possible production 
and the best distribution through the country as a whole. 

The internal organisation of the Syndicates was at first 
based on the sales organisation of the Trusts. Before the 
Syndicates were formed, each Trust had its sales depart- 
ment at the head office of the Trust, which sent or ap- 
pointed representatives to handle transactions in the chief 
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areas where its products were sold. In some cases these 
representatives were salaried officials of the Trust ; but 
in many cases they were private traders, as the appoint- 
ment of a private trader on a commission basis involved 
lower overhead expenses than the appointment of a 
salaried representative. When a Syndicate was formed, 
the central office of the Syndicate practically took the 
place of the. separate sales departments in the various 
Trusts of that industry, or, where the sales departments 
were retained, they became only a connecting link with 
the Syndicate and did not themselves carry out com- 
mercial transactions. The Board of the Syndicate (elected 
by the Boards of the Trusts concerned) organised a central 
office, established routine machinery to link up with the 
Trusts, and then set about organising a sales apparatus. 
In many cases the first and easiest step was chosen — to 
work through representatives as the Trusts had done. The 
Syndicates therefore selected those representatives of the 
Trusts whom they thought most useful, and appointed 
them as representatives of the Syndicate. Even these mea- 
sures effected considerable economies, by reducing the 
sales staff both at the centre and at the periphery ; and 
competition between representatives of similar Trusts, 
with its chaotic effect on prices and market conditions, 
was abolished. But the representatives were purely agents ; 
and gradually, with a developing industrial output, it be- 
came clear that a far more systematic sales organisation 
was required. The most energetic of the Syndicates — 
notably those in the Textile, Oil and Metal industries — 
were already in 1924 carrying out all operations through 
their own apparatus. In other cases, too, the apparatus 
of sale was being developed, and only a relatively small 
proportion of business was still done through the old 
system of representatives. 
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In the development of their own apparatus, the first 
step was the mapping out of areas of sale for the particular 
products of the Trusts forming the Syndicate. On the 
basis of this demarcation, “ departments ” were set up 
in each region, although the small working capital of the 
Syndicate made it impossible to cover the whole ground 
at once. Nevertheless, almost from the beginning of the 
Syndicates the results in decentralising the apparatus of 
sale were better than anything achieved by the Trusts. 
When the provincial departments began to function pro- 
perly, not only the apparatus was decentralised, but also 
the actual movement of goods bought and sold. In the 
period when the Trusts had been conducting their own 
buying and selling, it was quite possible for a Trust in 
the south to be buying its requirements and selling its 
products through its representative in Moscow, who was 
dealing with representatives in Moscow of other Trus's, 
perhaps actually situated in the eastern region. A con- 
siderable amount of unnecessary transport might be in- 
volved, and owing to delays and uncertainties in distant 
transport there was a tendency to build up stocks of goods 
at the centres. The establishment of provincial depart- 
ments led to the more systematic exploitation of the capa- 
cities of each area. The provincial departments of each 
Syndicate set about the rational organisation of sales 
in their particular areas. Provincial warehouses were 
established, the nearest Trusts were instructed by the 
Syndicate to deliver their products to these warehouses, 
and sales within the province were made through the 
provincial department, with deliveries from the provincial 
warehouse. The provincial department both relieved the 
head office of the Syndicate of a considerable amount of 
work, and accumulated detailed information of demand 
which enabled the Syndicate to build up a plan of 
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distribution for the products of the Trusts with a high 
degree of accuracy. Each provincial department was as a 
rule headed by a manager appointed by the Board of the 
Syndicate ; the manager worked under instructions from 
the head office, but had considerable initiative in develop- 
ing sales within his area. 

The Syndicates and their provincial departments 
handled only the wholesale trade ; they received the pro- 
ducts from the Trusts, and sold them to smaller whole- 
salers or retailers, especially Co-operative Societies, to 
other Syndicates (purchasing raw materials or supplies 
for their constituent Trusts), or to State Departments. 

A number of Syndicates opened offices in relatively 
small districts, and in 1924 and 1925 there was a tendency 
for the Syndicates to press the principle of local organisa- 
tion too far. In certain cases, the Syndicates actually set 
up shops and entered into retail trade ; for example, in 
1926 the All-Union Textile Syndicate had 22 warehousing 
provincial departments, 35 provincial offices, and 23 
shops ; the total number of its employees was then 5,426. 
The result was that the organisation in some cases began 
to get too complicated. Side by side with the Syndicate’s 
organisation there was the co-operative organisation of dis- 
tribution, Primarily based on local consumers’ co-operative 
societies, the co-operative system had built up its district 
and provincial unions of local societies, besides the great 
centralising union, the “ Centrosoyus.” Outside of the co- 
operative apparatus there were also the “ Trading Com- 
panies ” — share companies, formed mainly by the Gov- 
ernments of the separate Republics and as a rule handling 
a large number of different products drawn from local 
industries. In addition there were the private traders. The 
Syndicates had been originally formed to act as middle- 
men between the Trusts and the local distribution 
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machinery ; they were to bring order into the distributive 
system, and guide the products of the Trusts into the 
markets where they were wanted. The formation of the 
provincial departments of the Syndicates was merely a 
step towards bringing the wholesaler into closer touch 
with the retailer ; but to press further, to set up local 
wholesalers and even to enter retail trade, was merely to 
duplicate a machinery which already existed. The du- 
plication involved to some extent actual competition with 
the Co-operative machinery, and the waste of effort and 
of stock in one area while other areas were quite in- 
adequately covered. 

This whole tendency was reversed from 1926, under 
instructions from the Council of Labour and Defence. At 
the end of 1925 over 8 per cent, of the local turnover of 
16 Syndicates was through their retail shops ; this was 
the highest point reached, and by January 1927 their 
retail sale had fallen to only 3 per cent, of their turnover, 
many of their shops having been closed or handed over 
to the Co-operative Societies. In 1928 a special commis- 
sion appointed by the Council of Labour and Defence 
reported on the general principles to be followed in dis- 
tributive organisation : the following paragraphs are a 
summary of its recommendations. The reference to “ Stite 
retail trade organisations ” covers both the shops of the 
Syndicates and the shops of special trading companies 
set up by the Governments of the separate Republics. 

“ (1) All developments were to aim at the extension 
of both Co-operative and State distribution, with their 
organised and centralised methods, at the expense of 
private trade — c Special attention must be paid to the 
extension of Co-operative trading by means of sub- 
stituting it for State trading, in those areas where, and 
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to the extent in which, Co-operation is in a position, 
with its own finances and organisational possibilities, 
to take the place of the State trading organisations ; 
provided that this does not hinder the flow of goods to 
the consumer and provided that the place left free by 
the State trading organisations is not taken by private 
traders.’ 

“ (2) The State retail trade organisations, where they 
were kept alive, were to have the following special func- 
tions : (a) to ensure healthy competition, with a view 
to lowering prices between themselves and Co-operative 
Societies ; {b) to supply consumers with any classes of 
goods not supplied by the Co-operatives ; (c) to offer 
wide ranges of goods of the class they handled, to keep 
pace with the increasing production of the factories. 

“ (3) With these objects in view, the State trading 
organisations were to retain in existence ‘ a limited 
number of (retail) trading points ’ in order to test this 
competition with the Co-operative Societies ; and they 
were also to maintain * a number of control shops ’ to 
try out classes of goods not handled by the Co-operative 
stores and to offer special ranges of goods. 

“ (4) In considering the closing down of existing 
State retail shops the essential factor was to be the 
financial and technical possibilities of the Co-operative 
Societies in each area, which must be in a position to 
supply the population with the kinds of goods formerly 
supplied by the State shops. 

“ (5) In the areas of autonomous national groups 
(Kirghizstan, etc.) where Co-operative development 
was weak, the State trading apparatus was to assume 
responsibility for meeting the requirements of the 
population.’' 
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Considerable progress has since been made in the 
transfer of retail trade to the network of Co-operative 
stores. The whole development of State retail trading 
was primarily due to the weakness of the Co-operative 
influence and organisation in many areas — the Syndicates 
set up their own shops in order to supply the population 
with goods which it needed but could not secure through 
the Co-operative stores. This applied particularly in the 
early period of the Syndicates. But with the development 
of Co-operation the need for State stores diminished ; 
they can still, however, serve a useful purpose as a check 
on Co-operative efficiency, as a guide to changes in de- 
mand for particular classes of goods, and as an advance- 
post for new products. But for such purposes only a 
relatively small number of State stores is required. 

At the same time, certain Syndicates found it absolutely 
necessary not only to maintain but to extend their retail 
business, in view of the inability of the Co-operatives to 
handle the particular product offered by the Syndicate. 
The best example was the Oil Syndicate, which had to 
establish a very large number of stations for road trans- 
port which the Co-operative stores could not provide. 

In general, however, the tendency in 1928 and 192^ 
was for the Syndicates to confine their activities to whole- 
sale distribution as opposed to retail trading, and this 
tendency corresponds with the functions which they were 
originally expected to fulfil. At the same time, it corre- 
sponds with the building up of relations between the Co- 
operative system and the Syndicates which are of the very 
greatest importance in the growth of a planned system, 
not only of distribution but also of production. When the 
Syndicates were first formed, the Co-operative network 
of local societies, with district and provincial unions of 
societies, was merely one of the groups with which the 

79 



RUSSIA’S PRODUCTIVE SYSTEM 

Syndicates had to deal. From the start, however, in 
accordance with the general policy of the Soviet Govern- 
ment, the Syndicates gave the Go-operatives “ most 
favoured nation 55 treatment, offering them special prices 
and terms of credit. In the second period the Co-operative 
network became the most important client of the Syn- 
dicates, for the reason that it had become the chief retail 
machinery for bringing the products of the Trusts to the 
consumer. During this period, too, the demand for manu- 
factured products exceeded the supply, and therefore the 
Co-operative Societies and unions developed the practice 
of placing orders with the Syndicates for goods which the 
Trusts were perhaps only beginning to manufacture. 

The importance of these advance orders was quickly 
appreciated. Working to definite orders, the various Trusts 
were able to produce exactly the type of goods required 
and at the time required ; transport and warehousing 
costs were reduced, because on completion the goods 
could be despatched direct to the point required ; the 
time between production and effective sale was reduced, 
and all sales problems were made easier. Production diffi- 
culties were also lightened. In the preceding period the 
Trusts were working more or less blindly, producing the 
goods for which each factory was designed, in accordance 
with general plans confirmed by the Supreme Economic 
Council. Except in the case of industries producing a very 
limited range of goods, the plans were only a rough in- 
dication of what actual form the products w r ere to take. 
In the textile industry, for example, no authority and no 
manager of a Trust or of a factory could be certain what 
kinds of cloth to produce. The tendency was to produce 
goods, and then hand them over to the Syndicates for 
sale. In the period when there was a general shortage of 
manufactured products this blind form of production did 
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not cause any difficulties, as the consumers readily ab- 
sorbed what was offered them. But in every industry there 
were certain types of products which hung on the market, 
even if they were not completely unsaleable. Eventually 
the Syndicate would begin to realise this and bring it to 
the notice of the Trusts, but the reaction was too slow. 
The system of advance orders simplified the position 
enormously from the standpoint of the Trusts. The Co- 
operative Societies which placed the orders might them- 
selves make mistakes, failing to realise early enough the 
changes in demand ; but, at any rate, the actual course 
of production was guided by those in direct touch 
with consumers instead of being largely a question of 
routine. 

The system led also to the increasing efficiency of the 
Co-operatives in meeting the particular needs of each 
area. The District Unions of Co-operative Societies had 
previously bought in bulk from the Syndicates, and dis- 
tributed the goods to the individual Co-operative Societies 
on the basis of the population covered. The whole of the 
initiative came from the producing Trust, or even the 
particular factory under the Trust. Goods of standard 
types were produced and handed over to the Syndicates ; 
the Syndicates sold them to the Unions of Co-operatiVe 
Societies, and the Unions distributed them automatically 
among the Co-operative Societies. It naturally followed 
that stocks of one class of goods would be accumulating 
in the hands of one Co-operative Society while another 
Society not far away was completely sold out and the 
actual consumers were getting impatient at the delay in 
meeting their needs. The system of placing orders in 
advance reversed the position. The individual societies 
sent in their orders to the Union of Co-operative Socie- 
ties, and the latter aggregated the quantities required and 
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placed the order with the Syndicate concerned, which in 
turn passed it on to the Trust, and eventually each factory 
received a definite instruction to manufacture certain 

9 

goods for which a demand existed. The system had the 
immediate effect of developing the initiative of the Con- 
sumers’ Co-operative Societies, making them think about 
changes in demand, and thus gradually bringing them 
into a key position in the whole planned system of pro- 
duction and distribution. 

The system of placing orders in advance did not, how- 
ever, develop suddenly, and at first it took the unsatis- 
factory form of “ general agreements ” between the 
Centrosoyus and the Syndicates. On the basis of these 
general agreements the Trusts could set to work, but the 
separate Co-operative Societies had no say in the matter ; 
the Centrosoyus at the centre merely covered their 
anticipated needs without any real touch with the con- 
sumers. The general agreements helped a little, but very 
little. The All-Union Textile Syndicate led the way in 
proposing to the Centrosoyus a more useful system, which 
was put into effect in 1928. It was based on the submis- 
sion by the Syndicate to Centrosoyus of samples and 
quotations once a quarter. Centrosoyus passed these on 
to the lower stages in the Co-operative hierarchy, which 
replied with orders covering their requirements for the 
ensuing quarter. Centrosoyus passed on the orders to the 
Syndicate, at the same time agreeing the periods of de- 
livery and terms of payment. But the orders from the 
individual Co-operative Societies were not absolutely 
definite. Centrosoyus gave a definite aggregated order to 
the Syndicate, and was obliged to accept delivery. But 
,in order to retain a certain elasticity, which was necessary 
in view of the change of system and the inexperience of 
the individual Co-operative Societies, the deliveries for 
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the quarter were divided into three, and five days before 
the end of each month the Ccntrosoyus had to give de- 
tailed instructions to the Syndicate covering the deliveries 
for the following month. In the interval between placing 
the order and the month of delivery many of the Co- 
operative Societies would have revised their estimates of 
requirements, and the centralisation of their orders 
through Centrosoyus made it possible for orders to be 
adjusted without throwing into confusion the actual pro- 
ductive units — the Trusts and factories. 

It is interesting to note that in connection with this 
system of “ provisional orders ” the Council of Labour 
and Defence, recognising the immense step forward to- 
wards planned production and distribution which the 
new system involved, made it compulsory for all the 
Trusts in the cotton, woollen and linen industries to dis- 
pose of all their products through the All-Union Textile 
Syndicate. This at once widened the area covered by the 
“ provisional orders ” system ; and since 1928 the system 
has been extended to a number of other industries manu- 
facturing articles of consumption. It must not, however, 
be supposed that it has been possible to extend the system 
of provisional orders to cover all the products of Jhe 
Trusts. The Co-operative network is still too weak, and 
there are still many areas not covered by it. But the system 
is undoubtedly of permanent value, and as it extends the 
work of planning production and distribution will be 
made easier on its most difficult side — articles of general 
consumption. 

The organisation of distribution in the case of articles 
needed in the productive process itself— machinery and 
equipment, raw materials and supplies of all kinds — is a 
far simpler problem. It is particularly simple in Soviet 
Russia, for the reason that 90 per cent, of the demand 
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for machinery and equipment comes from State enter- 
prises, already organised in Trusts and Syndicates and 
working on a definite plan over a number of years. At the 
same time, the organisation is not made simpler by the 
general form of the Trusts — their “ horizontal ” struc- 
ture. In the case of most industries and areas each Trust 
and Syndicate covers only one type of enterprise ; the en- 
terprises which produce raw materials or supplies are or- 
ganised in totally distinct groups from those which manu- 
facture the finished product. The process of sale of raw 
materials and supplies was therefore Trust — Syndicate — 
another Syndicate — another Trust. In the case of the 
“ vertical ” Trusts, embracing enterprises producing raw 
materials, semi-finished products and manufactured arti- 
cles, the process runs from enterprise to enterprise within 
the Trust itself, and the normal selling and buying 
machinery is completely eliminated. There is, therefore, 
a certain tendency towards the formation of permanent 
agreements between enterprises producing raw materials 
and supplies and enterprises turning out the finished pro- 
duct. These agreements take the form of contracts, rang- 
ing over a period of years, for the supplies required. 

In the case of certain supplies this can easily be done, 
and the result is a more or less settled production and sale 
of these supplies. In the case of heavy machinery the 
system of orders in advance is necessarily developed ; but 
there are certain forms of machinery and equipment 
which are constantly being needed at short notice — such 
items as spare parts, tools, etc. In such cases it is impos- 
sible for advance orders to be given, and the Syndicates 
had to realise the need to set up warehousing stations in 
order to have stocks at the points from which demands 
could most easily be met. 

In all branches of industry, the Syndicates not only sold 
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the products of the Trusts, but also bought the equipment, 
raw materials and supplies which they required. Where 
the articles required by the Trusts were produced by 
other Trusts, the Syndicate’s purchasing operations were 
very simple. But in some cases — notably the tobacco, 
leather and butter industries — the producers of the raw 
materials are scattered throughout the country, and a 
purchasing apparatus of considerable size had to be set 
up by the Syndicates in these industries. This work, how- 
ever, was considerably lightened by the existence of the 
agricultural Co-operative Societies, which collect the 
products of a village or other area and sell them in a single 
block to the Syndicate or to the higher bodies in the Co- 
operative organisation. 

The Syndicates carried out important functions in con- 
nection with the purchase of raw materials for the Trusts, 
apart from tlie actual process of collection from i he pro- 
ducers. They played an active part in raising the actual 
output of raw material, in improving the quality and in 
the preparation of the raw materials for use by the 
Trusts. Thus, for example, in the tobacco, sugar and cot- 
ton industries the Syndicates, confronted by a shortage of 
raw material, organised special credit facilities to enable 
the peasants to extend the area sown with these crops. 
In many cases the Syndicates made advances to the 
peasants or to the village Co-operatives in the form of the 
manufactured products which they normally handled, 
thus effecting a form of credit barter. 

The Syndicates in a number of industries which re- 
quired raw material or equipment from outside Russia 
found it necessary to send representatives to the chief com- 
mercial centres abroad, thus developing an apparatus 
which would have been quite but of the question for the 
individual Trusts forming the Syndicate. The Textile and 
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the Leather Syndicates were important examples ; both 
of these were forced to throw off autonomous subsidiary 
companies to carry out their innumerable and compli- 
cated purchases abroad. 

The formation of special companies to carry out certain 
sections of the Syndicates’ work can be illustrated by the 
structure and connections of the Textile Syndicate which 
developed over twenty subsidiaries, most of which were 
formed in conjunction with the Textile Trusts or other 
organisations. The two subsidiaries carrying out distinct 
sections of the Syndicate’s work were “ Textiltorg,” to 
which were entrusted all the retail shops of the Syndicate, 
and “ Textilimport,” which handled all the buying 
operations abroad. Then the selling operations in Siberia, 
Uzbekistan, Turkmenistan and Kirghiz were handed 
over to four companies, each serving one of the areas 
named. For the buying of raw materials within the Soviet 
Union a number of special companies were formed, 
to collect wool, flax, silk, etc., in various areas. One 
building company was formed, to undertake the erection 
of new textile factories ; and another company was set up 
to develop textile machinery construction. All of these 
companies were autonomous financial units, and in some 
of them the Textile Syndicate held only apart of the share 
capital ; but the Textile Syndicate had its representatives 
on their Boards, and their work was organised in close 
conjunction with the work of the Syndicate. The Textile 
Syndicate also participated in the share capital of the 
Industrial Bank and other special banks ; it made per- 
manent agreements with the Dyes Trust which brought 
the latter almost into the position of a subsidiary. By 
1929 the Textile Syndicate had become a vast organisation 
with specialised bodies carrying out sections of its work, 
but itself controlling and directing the whole of the 
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textile production and trade of the Soviet Union, includ- 
ing the purchasing transactions abroad. Such was the 
altogether unforeseen development of the first Syndicate, 
formed by some of the Textile Trusts in March 1922 with 
the immediate purpose of effecting economies in their 
sales organisation. 

Many of the other Syndicates developed a similar far- 
reaching organisation, throwing off subsidiaries to relieve 
the administrative work at the centre. At the same time, 
the detailed work of the Syndicates themselves was 
simplified by the development of the Co-operative Socie- 
ties and Unions of Societies. Both the selling and 
buying operations of the Syndicates tended to shrink at 
the periphery, step by step with the growth of the Co- 
operative organisations, which gradually took over the 
retail transactions and dealt with the Syndicates as 
wholesalers. Moreover, both in the selling and buying 
operations the Co-operative network itself developed 
centralised transactions. As we saw in the case of the 
system of “ provisional orders,” the Co-operative Socie- 
ties centralised their orders for goods through the Cen- 
trosoyus, and the Syndicate tended to have no direct 
relations with the separate Co-operative Societies. A 
parallel process developed also in the purchase of raw 
materials : the village Co-operative Societies assembled 
the products, and they were sold to the Syndicates 
through the Centrosoyus or the specialised central Co- 
operative organisations such as those handling flax and 
butter. 

Thus the Syndicates, while extending their functions 
and influence within their particular industry, were 
prevented from becoming unmanageable by the double 
process of contracting their apparatus at the bottom and 
throwing off autonomous organisations at the top. By the 
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end of 1929 the most highly developed of the Syndicates 
had become central directing bodies instead of merely 
middlemen without any important economic functions, 
as they had been originally conceived. The Syndicates, 
originally joint departments of the Trusts and subordinate 
to the Trusts, had proved to be the right administrative 
apparatus for controlling the Trusts, and the Trusts 
themselves had become almost superfluous middlemen 
between the Syndicates and the enterprises. And, on the 
other hand, the direct relations between the Supreme 
Economic Council and the Trusts, and its indirect 
relations with the Syndicates, had become completely 
anomalous. The time had come for a complete reorgani- 
sation of the administrative apparatus of State industry. 

The lines of this reorganisation had been indicated by 
the actual development of the functions of the Syndicates 
and the controlling State authorities. In 1922 the purpose 
of the Syndicates was defined as 

“ the reduction of trading costs and the co-ordination of 
the sales apparatus of the separate Trusts, the assistance 
and regulation of the Trusts’ financial and trading 
activities, with a view to the rationalisation of the sale of 
the products of State industry and the more efficient 
collection of the raw materials and supplies required 
by it.” 

The presidium of the Supreme Economic Council in 
July 1923 adopted a resolution embodying its view of the 
function of the Syndicates as follows : 

“ Syndicates must be given a place in the general 
organisation of State industry only in so far as they* aim 
at regulating the financial and trading activities of the 
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Trusts and help forward planned distribution of pro- 
ducts and collection of raw materials, and by these 
means reduce trading costs and co-ordinate the trading 
apparatus of the separate Trusts.” 

The Syndicates were clearly thought of as purely 
commercial organisations, whose only purpose was to 
reduce the costs of distribution of manufactured goods and 
collection of raw material — a joint organisation could 
work at lower costs and more efficiently than the sales de- 
partments of the separate Trusts. It was with this purpose 
that the Syndicates were formed, and it was along these 
lines that they began to work. The Trusts produced goods, 
and the Syndicates sold them, developing the necessary 
apparatus and constantly striving to reduce the costs of 
distribution ; and, on the other hand, the Syndicates 
bought the raw materials and other supplies needed by the 
Trusts, also effecting considerable economies as compared 
with the previous period when each Trust bought for 
itself. 

The first stimulus to the Syndicates to widen their 
functions came with the realisation that some of the goods 
produced by the Trusts were not wanted by the con*? 
sumers, either because they were of the wrong kind or 
because of their poor quality. At the meeting of all the 
representatives of the Textile Trusts included in the 
Textile Syndicate a year after its formation — a kind of 
annual meeting of shareholders, at which the Board of 
the Syndicate was elected — the Syndicate put forward a 
resolution which was adopted by the meeting, in favour 
of the closing down of “ enterprises which, either because 
of their equipment or their general condition, are unable to 
attaint a standard of production which would ensure a 
wide sale for their products on the market.” 
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This resolution reflected the actual economic needs of 
the industry and of the country generally, and at once 
brought out the importance of the Syndicates in showing 
the Trusts what and when to produce. Formally, the 
Supreme Economic Council was the only authority which 
could take decisions to close works or issue any instruc- 
tions to individual Trusts ; but in fact the Syndicates 
began to usurp the right to regulate not only the sales, 
but also the production of the Trusts. They treated this 
as a purely practical matter : their job was to sell, and 
they could not carry out that job efficiently unless the 
goods given to them for sale were of the type required by 
the consumers. Inevitably the Syndicates went further. 
The extension of sales depended not only on the type and 
quality of goods offered, but also on their price ; and by 
constantly insisting on this, advocating specialisation by 
means of placing certain orders with the most suitably 
equipped enterprises, assisting the re-equipment of out-of- 
date works by means of loans, and similar measures, the 
Syndicates gradually developed a definite and regular 
influence on production. Their actual influence was not 
founded on any Decree, but on the economic needs of the 
industry ; it was not expressed in formal instructions to 
the Trusts — which would have been in contradiction with 
the autonomy of the Trusts and the controlling rights of 
the Supreme Economic Council — but in contracts and 
agreements as between two autonomous concerns. In so 
far as any element of authority entered into the signing 
of these contracts, it was the authority of the larger 
economic unit over the smaller, of the organisation which 
knew the market over the organisation which was isolated 
from the market A further important source of authority 
was the intimate connection between the Syndicates in 
each industry and the scientific institutions working on 
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matters connected with the industry. The Syndicates were 
constantly consulting these and drawing them into the 
work of the separate Trusts, getting them to advise new 
methods of production, specialisation, and other measures 
to improve the work of particular factories. 

Considerable opposition was at first expressed to the 
tendency of the Syndicates to influence production. But 
the attitude of the Supreme Economic Council was 
purely practical. A special Committee set up by it to 
examine the activities of the Syndicates gave a clear 
statement of the facts with regard to the Metal Syndicate 
of the Urals region, Uralmct : 

“ This Syndicate has exercised its influence on pro- 
duction, having been compelled to do this by the re- 
quirements of the market. With regard to this inter- 
ference (in affairs of the Trusts) it can be stated thal it 
has been entirely useful. A number of examples recorded 
in the reports of Uralmct and in the minutes of the 
meetings of representatives of the Trusts show that 
Uralmet compelled the Trusts to change their methods 
of working in order to ensure the more speedy execution 
of orders. At the same time, the work given to the 
factories became more rational and more in correspond- e 
ence with the special productive possibilities of each 
factory. . . . The special conditions in which the Trusts 
of the Ural region had to work, their geographical 
proximity to each other and at the same time their 
distance from the centre and their interdependence on 
each other, led to their joint commercial organisation, 
the Uralmet Syndicate, developing into a kind of 
united metallurgical Trust leaving considerable auto- 
nomy to the subordinate Trusts.” 

But the formal relations remained the same. The Trusts 
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had set up the Syndicates, and the Syndicates were ser- 
vants of the Trusts, the Directors of the Syndicates holding 
office on the basis of election by the representatives of the 
Trusts. In relation to each separate Trust, however, the 
Syndicate was entirely autonomous, and the relations 
were purely commercial. Uralmet, the Syndicate referred 
to above, adopted a system of definite orders to the 
separate Trusts, which gave them an assured basis to 
work on and enabled Uralmet to fix exactly what each 
Trust was to produce over a certain period. Many of the 
Syndicates advanced money required for re-equipment to 
particular Trusts, on conditions which ensured the pro- 
duction of definite classes of goods. 

In some cases the Supreme Economic Council itself 
insisted that the Syndicate should assume certain functions 
in the organisation of production as well as of sale. The 
Agricultural Machinery Syndicate, for example, was 
instructed by the Supreme Economic Council to carry 
through a plan of development for the agricultural 
machinery construction industry, and to work out plans 
for the standardisation of agricultural implements. In 
connection with the purchase of raw materials and supplies 
needed by their constituent Trusts the Syndicates went 
even beyond their own industry, and began to influence 
the production of Trusts whose output was required as 
raw material. Thus the Aniline Trust was virtually taken 
over by the Textile Syndicate, by means of an agreement 
whereby the whole output of the Trust’s dyes was to be 
handed over to the Syndicate. 

The relations between the Syndicates and the Trusts, 
however, continued to be on a purely commercial basis. 
When the Syndicates were first established they sold the 
products of the Trusts and bought the raw materials they 
required on a commission basis. Actually, owing to the 
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fact that the Syndicates were formed with far too little 
working capital, they frequently delayed payments due 
to the Trusts, retaining the money to extend their own 
apparatus. In the first two years after the Syndicates were 
formed the Trusts were constantly complaining of this 
practice ; and the Syndicates replied that the period 
before the money for goods was actually paid to them was 
unduly prolonged, owing to the general financial string- 
ency. In many cases the Trusts effected sales direct with 
purchasers who could pay cash, in order to avoid the 
delay of selling through the Syndicate, and this reduced 
the effectiveness of the Syndicates 5 work in regulating 
sales. In 1923 and 1924 there was a considerable amount 
of controversy on the question of the Syndicates : their 
supporters urged that they had already justified them- 
selves by bringing order into the distribution of the Trusts 5 
products, while their opponents argued that the interests 
of the Trusts as producers and of the Syndicates as dis- 
tributors could never be reconciled. 

Actually, the financial difficulties which were the real 
basis of the dispute were largely solved by the accumula- 
tion of working capital by the Syndicates, out of the profit 
made on commissions ; and one by one the Syndicates 
began to pay the Trusts as soon as the goods were sold, 
and in some cases as soon as the goods were delivered to 
the Syndicates ; there were even cases of the Syndicates 
making loans to Trusts to enable them to produce certain 
goods. In 1924, according to Kantorovitch’s book on 
Syndicates , only five Syndicates (including the Textile 
Syndicate) were still working on a commission basis, and 
paying the Trusts only after the goods had been sold ; in 
some cases they gave advances or bills of exchange as 
security for payment. The Syndicates actually paid the 
Trusts against delivery of goods as a general rule, on the 
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basis of definite agreed prices, keeping any profit made on 
the actual sale of the products, except in the case of the 
export trade, the profit on which wjis passed on to the 
Trusts. 

In State industries, and with Syndicates set up by the 
Trusts, the exact distribution of profits between the 
Trusts and the Syndicates was not a very important matter. 
If a Syndicate made substantial profits on the sale of goods 
it had bought at fixed prices from the Trusts which owned 
its share capital and controlled it through elected repre- 
sentatives on its Board, not only were the profits eventually 
divisible among these Trusts, but also the Syndicate of 
necessity used the accumulated profits for the benefit 
of the Trusts — in the form of loans for extensions, advance 
payments against goods to be delivered, and general 
advances. For these reasons the tendency was away from a 
commission basis, and towards fixed-prices agreements 
between the Syndicates and the Trusts. The fixed-prices 
basis was of considerable advantage to the individual 
Trusts, which were able to prepare their financial esti- 
mates and bring their costs of production into proper 
relation with the agreed prices. This consideration also 
led to fixed-prices agreements in respect of the raw 
materials and supplies required by the Trusts, the Syndi- 
cates undertaking to secure the requirements and sell 
them to the Trusts at definite prices. 

While, as indicated above, the exact distribution of 
profits between the Syndicates and the Trusts was not of 
substantial importance, the very fact that the Syndicates 
were purely voluntary organisations, with which any 
Trust in a particular industry could enter into relations or 
^not at its own discretion, resulted in a general reasonable- 
ness in the actual agreements between the Syndicates and 
particular Trusts. If a Syndicate proposed fixed prices 
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below market prices, the Trusts need not accept the 
agreement and could sell their products direct to the 
Co-operative Societies instead of through the Syndicate. 
In fact, the only bargaining power of the Syndicates was 
their efficiency. On the basis of a centralised sales appara- 
tus with connections ranging over the whole of the Soviet 
Union, the Syndicates were able to offer the Trusts better 
prices than they could themselves have realised. And when 
a Syndicate was inefficient, it naturally fell to pieces 
because it could not offer the Trusts better prices than 
they could themselves realise. Thus only those Syndicates 
which were efficiently run were able to show continuous 
development, with a record of new adhesions of Trusts 
which had at first refused to co-operate, and with an 
accumulation of profits made not by forcing down the 
prices paid to the Trusts, but through the economies of 
their centralised organisation of sales and purchase. 

In the early days of the Syndicates, nevertheless, there 
were many disputes between them and individual Trusts, 
and all through the history of the Syndicates such 
disputes occasionally arose. The normal machinery for 
settling disputes (apart from purely commercial issues, 
which were usually settled by arbitration) was the refer- 
ence of the matter to the general meeting of representatives’ 
of all the Trusts in the Syndicate. Charges of unfair 
treatment of a particular Trust would be raised in the 
general meeting, and the Board of the Syndicate would 
have to disprove the alleged facts or justify them. Or, 
again, the Syndicate would bring charges against some 
Trust of failing to maintain the agreed deliveries, or of 
setting up independent sales machinery which endangered 
the sales organisation of the Syndicate. In all such cases a 
settlement was generally arrived at through the general 
meeting of representatives of the Trusts, although the 
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meeting had no formal authority to decide any questions 
affecting individual Trusts. But the pressure of opinions 
expressed by the representatives of Trusts in the same 
industry was an important factor, especially as all the 
Directors of the Trusts, as well as the Directors of the 
Syndicate, held office only with the sanction of the 
Supreme Economic Council. In the event of the action 
complained of being continued, the matter might be 
brought to the notice of the Supreme Economic Council, 
with which the decision of the general meeting would 
naturally carry considerable weight. 

In general, however, the Supreme Economic Council 
did not interfere with particular activities of the Trusts or 
the Syndicates, because the principle of the autonomy of 
these economic organisations had been laid down in the 
Decrees, and the central apparatus of the Supreme 
Economic Council had been cut down to such an extent 
that it was virtually impossible for it to interfere on 
detailed issues. The Syndicates and Trusts also were not 
anxious to invoke interference with their autonomy, 
and so, while the authority of the Supreme Economic 
Council could always be invoked on a wide question of 
principle, most disputes tended to find a settlement on the 
basis of economic sanctions. As already pointed out, a 
Trust which felt that it was being badly used by the 
Syndicate would simply leave the Syndicate if it could get 
no satisfaction ; and, on the other hand, the Syndicate 
could bring pressure to bear on any Trust by refusing to 
give it orders or refusing to buy supplies for it unless it 
maintained the stipulated deliveries, improved the 
quality of its products or desisted from independent sales 
of its goods. But every dispute of this kind, and the appli- 
cation of economic sanctions by one party or the other, 
interfered with the smooth working of production and 
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distribution, and often led to commercial activities which 
were quite unjustifiable on economic grounds, or at least 
hampered the growth of a planned distributive system. 
If the Trusts had been compelled to enter the Syndicates 
fewer disputes would have arisen ; and if either the 
Syndicates, or the general meeting of representatives of 
the Trusts, had had legal authority over the particular 
Trusts, the disputes would have been promptly settled. 
The principle of voluntary association and the autonomy 
of the separate Trusts was extremely useful in the early 
stages of the Syndicates ; it had compelled the Syndicates 
to justify their existence, and had prevented them from 
becoming unresponsive bureaucratic organisations. But 
when the Syndicates had become a permanent and all-per- 
vading element not only in distribution, but also in direct- 
ing production, the parallel authority of the Syndicates and 
the individual Trusts no longer served any useful purpose. 

It began to be clear that a change would have to be 
made in their relations with each other or in their relations 
with the central controlling authority : cither the Trusts 
would have to be subordinated to the Syndicates, or the 
Supreme Economic Council would have to become once 
again an active participant in the control of industry, t 
giving specific instructions and settling by means of 
administrative orders all questions on which the Trusts 
and Syndicates were at loggerheads. 

The second solution — direct interference by the 
Supreme Economic Council in current commercial 
questions — would have meant a return to the system of 
bureaucratic central management of industry and trade. 
The first solution — subordination of the Trusts to the 
Syndicates — was in principle more acceptable, as it 
corresponded with the situation which had in fact been 
created in those industries, such as the textile industry, 
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where the Syndicates had developed most successfully. 
But at the same time, the relations of the Syndicates with 
the central controlling bodies had tp be reconsidered. 

In the period 1922-23, when most of the Syndicates (in 
their original form) were set up, the only effective con- 
nection between them and the Supreme Economic 
Council was that the latter body had to confirm the 
appointment of the Directors of the Syndicate, who were 
elected by a general meeting of representatives of the 
Trusts concerned. Beyond that confirmation the Supreme 
Economic Council would not go, partly because of the 
general tendency against bureaucratic interference which 
was characteristic of that period, and partly because the 
importance of the Syndicates was not realised. All plan- 
ning and administrative attention was concentrated on 
the Trusts, as being the productive units which were the 
basis of State industry. When the Syndicates grew in size 
and importance, and began to exercise a real influence on 
production as well as organising sales and purchases, 
several questions of principle were raised. Should Trusts 
be allowed to sever connections with a Syndicate ? 
Should Trusts selling their products within a well-defined 
,area be allowed to stay outside the Syndicate for their 
industry, simply because they could maintain their own 
sales apparatus at a relatively low cost ? Should Trusts 
entering a Syndicate be compelled to sell all their products 
through the Syndicate ? 

The failure to appreciate the importance of the Syndi- 
cates, to which reference has already been made, for 
several years made the Supreme Economic Council refuse 
to give any decision on these points. It occasionally 
interfered when a large dispute had arisen, but in general 
its attitude was that all such questions must be settled 
by the free play of interests among the organisations 
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concerned. In adoptingthis attitude the Supreme Economic 
Council failed to take into account the functions of the 
Syndicates in a planned system of production and dis- 
tribution. The formation of autonomous Trusts had been 
a necessary step towards a planned system of production, 
inasmuch as the Trusts were industrial units which 
combined and made simpler the work of controlling the 
smaller units — the enterprises or factories actually carry- 
ing out production. But the rise of the Syndicates was also 
a necessary step towards a planned system, because they 
in turn could combine the Trusts and thus further simplify 
the problem ; moreover, they united the Trusts not only 
with each other, but also with the consumers. They were, 
in short, the highest form yet reached in the organisation of 
Russia’s productive system, and as such they should have 
been definitely supported by the Supreme Economic 
Council. 

For some time the question was actually debated 
whether the Syndicates, as trading organisations, should 
not be brought under the control of the People’s Com- 
missariat for Trade. Fortunately this solution was rejected, 
but it was nevertheless essential that some central au- 
thority should interest itself actively in the building up of 
comprehensive Syndicates in each industry and in the 
work and policy of the Syndicates. The Council of 
Labour and Defence issued a number of general instruc- 
tions, but for a long time no detailed supervision of the 
Syndicates was in force. With the preparations for the 
Five Year Plan, however, the importance of the Syndicates 
began to be understood. The system of provisional orders, 
adopted first by the Textile Syndicate, was recommended 
for adoption by all Syndicates ; and the Supreme Econo- 
mic Council began to insist on the entry of the Trusts into 
Syndicates in every industry. 
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With the adoption of the provisional orders system, and 
the contraction of the Syndicates’ apparatus which has 
already been described, the Syndicates had themselves 
undergone a very fundamental change. They had at first 
been sales and purchase organisations of an ordinary type, 
actually handling, through their own apparatus, the 
goods which they sold or bought. When the system of pro- 
visional orders was developed, for example in the textile 
industry, the Syndicate’s retail trade and many other 
special activities had already been handed over to other 
financially independent organisations controlled in a 
general sense by the Syndicate, but independent in their 
current work. Even the work which still remained in the 
hands of the Syndicate itself was immensely reduced by 
the provisional orders system. The apparatus of the Syndi- 
cate no longer handled the goods which it sold or bought. 
It received orders from Centrosoyus, and distributed the 
orders among the Trusts. When the time came for de- 
livery, it instructed the Trusts to despatch the goods in 
the quantities and to the addresses indicated by Centro- 
soyus. The Syndicate, in fact, had become a clearing- 
house for the industry, and not a sales organisation in the 
ordinary sense. 

But parallel with the diminution in the volume of its 
sales work, the work of the Syndicate had grown enor- 
mously in the organisation and planning of production 
itself. It had become not merely a clearing-house, but also 
a directing and financial centre for the industry. It had 
become, in effect, a financially independent and non- 
bureaucratic organisation carrying out the functions 
which it was originally intended should be carried out by 
{he Chief Committees or “ Glavki ” under the Supreme 
Economic Council. Experience had shown that the bur- 
eaucratic Glavki were not the right form of organisation 
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for the control of industry ; and experience had shown 
that the Syndicates could do the work efficiently — in fact, 
had been doing the work, almost unnoticed, for a number 
of years. The conclusion was inevitable : to link them up 
with the Supreme Economic Council in such a way that 
general centralised control would be assured without in- 
terfering with their financial independence. 
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THE FACTORIES 

In the first period of the revolution the management 
of the nationalised factories, as we saw in Chapter I, was 
usually in the hands of the factory committee or a Com- 
mission or individual manager appointed by the factory 
committee. With the establishment of the Supreme 
Economic Council the powers of the factory committees 
were considerably curtailed, and the managing boards or 
individual managers were appointed by the appropriate 
industrial section or Chief Committee of the Supreme 
Economic Council, the factory committee only partici- 
pating in the appointment through the trade union organ- 
isation. With the creation of Trusts, the appointment of 
factory managers passed naturally to the Boards of the 
Trusts, subject only to the same formal consultation with 
the appropriate trade union organisation. 

But the relations between the manager of a particular 
enterprise and the Board of the Trust of which it forms a 
part have undergone considerable changes, especially in 
the larger concerns. In the first place, the enormous size 
of the Trusts made it quite impossible for the Boards of 
the Trusts to manage the detailed operations of all the 
enterprises of which a Trust is composed. This involved 
increased responsibility for the managers of the particular 
enterprises, and it became necessary to define the respec- 
tive functions of the Boards of the Trusts and of the man- 
✓ 

agers of the various enterprises under their control. 
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The most important principle established in recent years 
is independence of the “ productive unit.” Just as the 
Board of a Trust is appointed by the Supreme Economic 
Council, which has no right to interfere in the detailed 
work of the Board after its appointment, so the Board of 
the Trust appoints the manager of the factory, but has no 
right to interfere in his actual management from day to 
day. Moreover, while at first the factory was regarded 
merely as a section of the Trust and was not an inde- 
pendent financial unit, each factory is now in principle an 
independent financial unit, which quotes production 
prices to the Board of the Trust and works on the basis of 
definite orders placed by the Trust. At the same time, the 
financial independence is very far from complete. The 
factory has not any separate capital, and is dependent 
on the Trust (or Combine) to supply its weekly financial 
needs, on the basis of a budget which has to be approved 
by the controlling Trust or Combine. The important point 
is that the principle of separate financial responsibility has 
been introduced ; separate accounts are kept by each fac- 
tory, and the manager tries to show a profit on the work 
done — a profit which represents the difference between 
the estimated cost of production, as approved by the Trust, 
and the actual cost of production. 

The whole tendency is in favour of breaking down any 
growth of bureaucracy in the administration of industry, 
and placing full responsibility on the managers of the 
separate factories, in order to ensure the fullest develop- 
ment of initiative in the actual productive unit. The 1927 
Decree on Trusts even gave “ productive units ” the right 
to buy and sell independently of the Trusts ; but this pro- 
vision was seldom used in practice, owing to the fact that 
the most efficient purchase and sales organisation was the 
Syndicate, acting for the Trust. The normal practice was 
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for the Trust to give orders to the particular factory, re- 
ceiving orders in return for raw ijiatcrials and other re- 
quirements which it passed on to the Syndicate for 
execution. 

In practice, the independence of the factories consisted 
mainly in the fact that their relations with the Trust were 
those of a distinct economic unit, with a definite plan of 
work and separate accounts and the right to receive from 
the Trust a definite amount of working capital. More- 
over, the manager of the factory had the absolute right 
(in relation to the Board of the Trust) to appoint or dis- 
miss his own administrative or technical staff and to take 
on or dismiss workers. Technical or manual workers dealt 
entirely with the manager of the enterprise, and not with 
the Directors of the Trust. 

In the preparation of plans of work, in discussions re- 
garding the extension or requirements of the enterprise, 
and similar general matters, the manager of each produc- 
tive enterprise had the right to “ participate,” though 
the decision lay with the Board of the Trust. In current 
work, the manager of each productive enterprise was 
given an order for certain products on the basis of produc- 
tion costs quoted by him ; this took the form of a definite 
contract with precise stipulations regarding price and 
term of delivery, quality, etc., as binding on the manager,' 
and precise stipulations as regards finance, raw material, 
supplies, etc., as binding on the Board of the Trust. 

The internal organisation of each factory or productive 
enterprise varied in accordance with its size, compact- 
ness, form of production, etc. It is obvious that the simple 
form of organisation possible in a small factory, in which 
almost all questions are settled directly by the manager, 
is quite impracticable in an enterprise employing five or 
ten thousand workers engaged on various types of products. 
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Nevertheless, there are certain general forms of organis- 
ation which apply throughout Soviet State enterprises. 
The manager is always the sole person ultimately 
responsible in all questions of supply and production, 
labour and finance. The enterprise is always working on 
the basis of a plan laid down by a Trust or other higher 
economic unit or institution. And the workers in the enter- 
prise are always expected to keep themselves informed of 
the economic position of the enterprise and to interest 
themselves in the methods of production and in all matters 
relating to production, including costs. 

In the larger factories and enterprises certain functions 
of management have been transferred for detailed atten- 
tion to departments in charge of experts. In particular, 
a “ planning department ” frequently exists ; its function 
is to rationalise the productive process and to make pre- 
cise arrangements for the different stages of produenon. 
There is usually also a separate accounting and finance 
department, which undertakes the work of calculating 
costs as well as carrying out current financial transactions. 
Another important department is the labour department, 
which arranges all engagements and dismissals, allocation 
of work, and similar matters. The establishment of these 
departments lightens the burdens of management and en-* 
sures that proper attention is given to important ques- 
tions ; but at the same time the departments are purely 
aids to the manager, who has the last word on all ques- 
tions. The instructions on the internal organisation of pro- 
ductive enterprises, which were issued by the Supreme * 
Economic Council on January 31st, 1929, provide that 
every productive enterprise must have, in addition to the 
manager, assistant managers to deal with technical ques- 
tions and with labour questions. 

Every enterprise employing more than twenty-five 
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workers is obliged by law to have a factory committee. 
Primarily the factory committee functions as the basic 
unit of the trade union organisation, carrying out all 
normal trade union work, protecting jhe economic in- 
terests of the workers, supplying their cultural needs, and 
seeing that labour regulations or agreements are observed 
by the manager of the factory. But the factory committee 
has also “ managerial functions” up to a certain point. 
In the first place, it indirectly participates in the appoint- 
ment of the manager of the enterprise. The Board of the 
Trust makes the appointment only after consulting the 
appropriate trade union organisation, of which the factory 
committee is the basic unit. In practice this means that 
an objection by the higher trade union bodies (local, dis- 
trict or central, according to the importance of the enter- 
prise) constitutes a definite veto ; while a properly quali- 
fied candidate put forward by the factory committee, if 
supported by the higher trade union bodies, is certain to 
get the job. In the same way a factory committee, acting 
through the trade union, can secure the removal of a 
manager. 

After a manager is appointed, the factory committee 
has no right to interfere with or in any way obstruct his 
orders, so long as they are legal and do not violate the 
existing labour agreement. But it has the right and the 
duty to participate in the settlement of all important 
questions affecting the activities of the enterprise ; to 
participate in the engagement and dismissal of workers in 
accordance with the Labour Code and the existing labour 
agreement ; and to keep the workers informed of the 
economic position of the enterprise. 

The factory committee is elected at a general meeting 
ofall the workers (technical and clerical as well as manual) 
on the following basis : 
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Enterprises with 

25 to 100 workers 
100 to 300 „ 

300 to 1,000 „ 

1,000 to 5,000 „ 

over 5,000 „ 


Number on factory committee 
3 
5 
9 
13 

15 


The factory committee holds office for six months ; its 
expenses (covering the organisation of clubs, libraries, 
sports, etc., for the workers) are covered by an allocation 
from the funds of the enterprise, amounting to 2 per cent, 
of the total wages bill and paid over when the wages are 
paid. 

The duty of the factory committee to keep the workers 
informed of the economic position ol the enterprise is 
carried out by reporting on the subject to the general (or 
shop) meetings of workers, and in particular to ihe 
“ production conferences. 55 The aim of these reports is to 
associate the workers as closely as possible with the work 
of management, by giving them full information about the 
enterprise as a whole, its activities and plans for the 
future ; and drawing from the workers suggestions and 
proposals on the organisation of work, methods of pro- 
duction, and all other matters affecting production. 

The association of the workers in each enterprise with 
the general work of management (apart from the appoint- 
ment of the manager and protection of the workers’ 
interests in relation to the management) takes four 
forms : 

(1) The “suggestions bureau 55 for considering sug- 
gestions of new methods, better organisation, etc. ; in a 
large enterprise this is a permanent department, regularly 
receiving suggestions from the workers and reporting on 
them to the management ; (2) Commissions composed 
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either of workers nominated by the factory committee, 
or including such workers, to investigate particular 
questions ; (3) Conferences of representatives from several 
factories in the same industry or in the same area, to 
discuss some question of general interest ; (4) Production 
conferences. 

Production conferences are of special interest in that 
they are not limited to a few workers, but are meetings 
of all the workers in a factory, or in a section of a factory or 
enterprise in the case of very large concerns. The manager 
is obliged to be present and to make a report, and the 
factory committee also submits a report and gives a lead 
on the important issues contained in the manager’s 
report. In large enterprises it is usual for the production 
conference to appoint a special commission, composed 
partly of members of the factory committee and partly 
of other workers, to investigate in detail all questions 
raised, to see that suggestions made at the production 
conference arc actually considered by the manager, and 
generally to prevent the production conference from be- 
coming a mere formality. The production conferences, in 
any case, have no administrative powers, and resolutions 
or proposals adopted by them are not formally binding on 
the manager. Nevertheless, where the factory committee 
is active no manager could ignore such proposals ; and if 
he considered them impracticable he would have to 
report his reasons to the special commission or to the next 
production conference. 

It is true that the production conferences are not yet 
functioning regularly or very effectively. In a report on 
the rationalisation of industry, issued in 1928, the Supreme 
Economic Council states : 

“ The conferences to draw in the mass of the workers 
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into economic work have shown, on the basis of experi- 
ence, that they are on the right lines and that they are 
living forms of orgapisation, but in practice they have 
not attained sufficient development. There is to be* 
observed a certain tendency to substitute production 
commissions for production conferences ; production 
conferences in which the mass of the workers participate 
are held infrequently and irregularly ; in many enter- 
prises they are held only once or twice in a half-year, 
while the commissions, composed of a much more 
restricted group, sit dozens of times and assume func- 
tions properly belonging to the production conferences. 
As a result, the working masses, in spite of their colossal 
experience in production, remain separated from the 
actual questions connected with the productive life of 
the enterprise in which they are working, and do not 
participate in the work. 

“ A characteristic feature of the work of many 
production conferences is the lack of method in their 
approach to particular problems, the lack of system in 
working out fundamental measures for the rationalisa- 
tion of production ; another feature is that the general 
mass of the workers does not receive sufficiently syste- 
matic information on the result of the work of pro- r 
duction conferences — as to whether their suggestions 
have been put into operation, whether they will continue 
in operation or what difficulties have arisen to prevent 
their adoption. As a result, in many enterprises the 
workers have become to some extent indifferent to the 
work of the production conferences ; their desire to 
put their experience at the service of the enterprise has 
weakened ; and for these reasons the attendance of the 
workers at the production conferences is still relatively 
small.” 
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The Central Committee of the Russian Communist 
Party, in a resolution adopted in April 1928, recorded the 
weakness of the production conferences and urged greater 
attention to their work : 

“ The extent to which the masses have been drawn 
into the work of organising production is completely 
inadequate. The information in the possession of the 
workers regarding the plans and actual course of 
production is often of a formal character ; questions 
relating to production, rationalisation, capital develop- 
ment, etc., are not worked out in the production 
conferences, and in some cases workers are even 
penalised for criticising defects in the administrative 
work. The trade unions are not working systematically 
to raise the importance of the production conferences ; 
the conferences are badly organised, infrequently 
called together, and their work is ignored by the 
technical staff— and sometimes even by' Communist 
managers ; while there is a lack of the control required 
to see that decisions of the conferences are put into 
effect. . . . The attitude towards economic work is 
completely unsatisfactory in the trade unions, both in 
their district committees, their provincial departments, 
their central committees, and the inter-union organisa- 
tions ; especially on the issues of participation in ques- 
tions of capital construction and rationalisation of 
production, in taking measures to reduce costs and to 
control the work of the production conferences.” 

For these reasons it was decided to initiate a campaign, 
through the Party and the trade unions, to develop the 
work of the production conferences and to draw the 
attention of all trade union organisations to economic 
work generally. The campaign appears to have had 
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considerable success, particularly in connection with the 
Five Year Plan, which has fired the imagination of the 
workers and brought them to take a more lively interest 
in matters of organisation and administration in the 
factories. Nevertheless, the economic work of all trade 
union organisations, including the factory committees 
and the production conferences, is purely consultative and 
advisory ; they have no authority to instruct the manager 
or to interfere with the current work of administration. 

The tendency throughout industry is to centralise all 
questions of management in the hands of a single in- 
dividual, who always has the last word on all issues ; but 
there is also a decentralising tendency within each enter- 
prise. In the first place it is now customary, in large 
enterprises, to have four sectional sub-managers, one for 
production, one for commercial operations, one for 
buildings and equipment, and one for labour queslions. 
The work qf the production manager covers the prepara- 
tion of plans of production as well as the actual process 
of production ; he is assisted by a chief engineer and by 
the heads of the different workshops. The commercial 
manager controls buying and selling operations (now 
actually arranged through the Combines), warehousing, 
and accounting and finance. In addition to the sub- 
managers, there is usually a technical committee, com- 
posed of the leading members of the technical and 
administrative staff. While, therefore, there is increased 
centralisation in so far as a single manager has taken the 
place of a managing board, the actual functions of the 
manager tend to be decentralised. 

A further tendency towards decentralisation shows 
itself in the form of placing individual sections or work- 
shops on a separate accounting basis. It will be remem- 
bered that although the Trust centralised all the finance 
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of the factories covered by it, each separate factory was 
placed on an independent financial basis, in order to 
ensure economic working. In the same way the economic 
efficiency of the departments or workshops covered by a 
“ productive enterprise ” has been increased owing to the 
fact that they too have been put on an independent 
financial basis. In the new system of organisation of State 
industry which was introduced in 1930 these tendencies 
are given full play, and the individual enterprise or factory 
has become an organising unit over autonomous work- 
shops or departments — all of which, however, are working 
on a definite plan of production laid down by the higher 
economic authorities. 
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THE CONTROLLING BODIES 

The administrative apparatus of Soviet Russia’s industry 
has been built up in order to make possible a system of 
planned production and distribution, a “ single economic 
plan 55 through which the development of Russia’s 
resources can be guided and balanced from year to year. 
The guiding principles are necessarily laid down, not by 
the actual administrators of industry or by any purely 
economic body, but by the central political body ni the 
Soviet Union — the Congress of Soviets. The Congress of 
Soviets is composed of delegates from the Town and 
Provincial Soviets, which arc themselves composed of 
delegates from the factories, wards and districts, tc coun- 
ties ” and smaller towns. The Congress is elected annually, 
and has before it a series of reports and resolutions in- 
dicating lines of policy, which it either accepts as thdy 
stand or amends through the machinery of special com- 
mittees. The reports and resolutions aie prepared by the 
various Government Departments, in accordance with 
general lines of policy agreed on by the Council of People’s 
Commissaries. The Council of People’s Commissaries 
itself, in formulating its policy, follows general directives 
laid down by the Communist Party of the Soviet Union. 

Although, owing to the difference in structure and 
methods of election, no exact parallel with institutions 
in other countries is possible, the directing machinery of 
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Soviet Russia’s policy can be said to be similar to the 
machinery in all other countries : the dominant political 
party decides the main lines of policy, which are elabor- 
ated by the various Government Departments and agreed 
on as a whole by the Government ; and the Government 
then lays the general proposals before the representative 
assembly for adoption or amendment. 

This is the machinery through which the economic 
policy from year to year and over a series of years is deter- 
mined. The Communist Party makes the vital first deci- 
sions, which are then elaborated by the Government and 
adopted or amended by the Congress of Soviets, or the 
All-Union Central Executive Committee which it elects. 
It is from this point onwards, in the actual administra- 
tion of the adopted policy, that this book is specially con- 
cerned ; but it is not possible to appreciate the working of 
the administrative machinery without some description of 
the vital part played by the Communist Party, not only 
in the preparation and adoption of the “ single economic 
plan,” but also in carrying through the plan after its adop- 
tion. 

The basic unit of organisation of the Communist Party 
is the “ factory cell ” — the group of members of the Party 
working in a particular factory, depot or department. 
There are also groups uniting on the basis of the street or 
area where they live, members of the Party who are not 
employed in large factories ; and there are <c village cells ” 
in the countryside ; the various “ cells ” send delegates to 
town, district and provincial organisations of the Party, 
and these in turn send delegates to the Party Congress 
representing the membership throughout the Soviet 
Union. The Party Congress elects the Central Committee, 
which holds office until the next Congress. 

The Party Congress is preceded not only by discussions 

H4 



THE CONTROLLING BODIES 

within the cells and local organisations, but by a very 
detailed discussion in the Press, in which proposals of policy 
for the ensuing year are set out in detail and criticised ; 
while the statistical and other material bearing on each 
question is also published. When the Congress assembles, 
proposals are laid before it by the Central Committee ; 
members of the Government report on the work of their 
Departments and on general issues ; and the concrete pro- 
posals are discussed and amended by the Congress, the 
more important issues being examined and reported upon 
by Committees. The reports and decisions are published 
in the Press and explained and discussed throughout the 
organisations of the Party, and again explained by mem- 
bers of the Party to the non-Party workers and groups at 
factory meetings, village meetings, meetings of trade 
union and Co-operative organisations, etc. This whole 
process of economic explanation and education through 
the Communist Party organisation is, in a sense, outside 
the administrative machinery of Russia’s productive 
system, but it plays a vital part in the carrying through of 
economic policy from year to year. 

But the economic function of the Communist Party 
does not end with this preparatory work. When the de- 
tailed application of the adopted policy is worked out fey 
the Government Departments and the corresponding 
economic institutions — the Trusts and Syndicates (now 
the Combines) and Co-operative bodies — the function of 
the Communist Party cells in the particular factories or 
villages is to see that the instructions are put into opera- 
tion, to call attention to defects and shortcomings, to make 
special efforts to overcome difficulties that arise, and gen- 
erally to get the work done in accordance with the plan. 
The Communist Party cell works, as a rule, through the 
economic organisation itself— that is, through the Party 
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members on the factory management or Board of the 
Trust or other body concerned — and through Party mem- 
bers on the factory committee and other parts of the trade 
union organisation. But when necessary the Communist 
Party cell also has access, through the Party machinery, 
to the higher economic and trade union bodies, and is 
thus able to a considerable extent to overcome bureau- 
cracy and indifference in regard to defects and unforeseen 
difficulties, and to act as a continuously stimulating force 
on the economic life of the particular factory or area. 
Through the whole period of the taking over of the fac- 
tories, the civil war and the subsequent reconstruction, 
the Communist Party organisation gave the initiative and 
local stimulus to economic developments, and, with its 
now experienced membership spread through the im- 
portant posts in all economic institutions, the Party con- 
tinues not only to give the guiding lines, but also to direct 
and control the carrying out of the economic plan. The 
Party machinery is distinct from and independent of the 
administrative machinery of production, but it interlocks 
with it at every important point, and automatically 
comes into play whenever the normal machinery fails to 
function. 

The administrative machinery itself is necessarily com- 
plicated, but the purpose for which it has been built up — 
the carrying through of a single economic plan — gives it 
certain general features which can easily be distinguished 
and described. The organisation of production and dis- 
tribution in a country so vast in area and with such varied 
resources is an immense problem. The organisational 
structure has not only to secure steady and increasing pro- 
duction in all branches of industry, but has also to ensure 
a^balanced development as between the different branches. 
The central, co-ordinating machinery is therefore the 
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pivot on which all production turns. This central body 
must know not only the productive capacity of the coal, 
oil, metal, chemical, textile, timber, paper, building and 
other industries, but also the requirements of these indus- 
tries in raw materials and equipment. And it must take 
into account the requirements of the workers and peasants 
in food, clothing and even entertainment and sport ; it 
must maintain a balance between the needs of manufac- 
turing industry and of agriculture ; it must investigate 
import needs and the possibilities of export. Moreover, it 
must plan not only for a year, but for several years ahead, 
in every aspect of its work. This central body is the 
Council of Labour and Defence, with its specialised sec- 
tion, Gosplan, the State Economic Planning Commission, 
a Department set up by the Council of Labour and De- 
fence during the civil war, and established as a per- 
manent central organisation by a Decree of the Council 
of People’s Commissaries on February 24th, 1921. In the 
decree on Trusts issued in 1923 Gosplan was mentioned 
as the body charged with the preparation of a general 
plan for the whole economic life of the Soviet Union. 
The planning work of the Commission covers three periods 
— the Annual Plan, the Five Year Plan, and a more gen- 
eral plan showing the course of development beyond the 
five years. The Annual Plan is itself one section, in full 
detail, of the Five Year Plan ; it is the basis on which all 
economic organisations work during each year. The Five 
Year Plan indicates the further development beyond the 
current year, and is of special importance in the planning 
of capital extensions — the erection and equipment of new 
factories, etc., on which work may have to start in one 
year, but may not be completed for two or three years. 
The general plan, covering development beyond the five 
years, gives an indication of still further capital extensions, 
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especially in connection with the building of power 
stations. 

The central office of Gosplan is in Moscow ; it has now 
a wide network of offices in the capitals of the various 
Republics included in the Soviet Union and in each im- 
portant industrial area. Gosplan has no administrative 
functions ; its work is solely to elaborate plans of produc- 
tion and distribution, following the general principles 
laid down by the Government, and on the basis of the 
statistical material and reports which it receives from its 
own sub-offices and from every economic institution 
throughout the country. The work is continuous : it is 
not merely a question of preparing a plan, but of record- 
ing the extent to which the plan is carried out, and on the 
basis of successes or failures in particular sections of in- 
dustry or particular areas new plans must be worked out, 
continuously taking advantage of successes, stimulating 
production to make up for partial failures, and generally 
modifying plans in accordance with the requirements of 
the situation. 

After approval by the Government, the plans or modifi- 
cations of plans are sent out to the administrative institu- 
tions as definite instructions to be put into operation, so 
far as State industry is concerned, and as statements of the 
anticipated volume and kind of products to be handled 
so far as the State trading organisations are concerned. 
But the plans do not descend arbitrarily on the institu- 
tions which are to carry them out : they are not the ab- 
stract inventions of Gosplan. Just as the Budget estimates 
for each British Ministry, although submitted to the 
Treasury and the Cabinet before adoption, are actually 
prepared by the Department concerned, so the produc- 
tion and distribution plans in Soviet Russia are drafted 
by the various institutions, and every modification of the 
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draft plan which Gosplan considers necessary in order to 
ensure the right balance between the different industries, 
or in order to make possible some desired development, 
is discussed with the institution concerned. The result is 
co-ordination of actual possibilities, not the mere formu- 
lation of an abstract scheme. The degree of effective co- 
ordination has increased year by year, not only because 
the machinery itself has acquired greater precision, but 
also because the proportion of Russia’s production and 
distribution which is directly controlled by the State is 
increasing from year to year. This means that the elements 
in the production budget which cannot be directly con- 
trolled are becoming of less importance each year. Even 
these elements — the output of privately controlled work- 
shops and of small producers generally — can of course be 
estimated, and, in fact, are estimated and included in the 
production budget for each year. But it is far from asy 
to compile accurate statistics of the output of small pro- 
ducers, and there is necessarily a large margin of possible 
error in this part of the production budget. 

Over and above the possible statistical errors which are 
due to the existence of small and unorganised production, 
there are two general factors which may give rise to im- 
portant errors in the production budget. One of these 
arises out of the existence of production in private hands : 
it is the general reaction of the private producer to par- 
ticular legislative or financial measures. In this respect the 
most sensitive economic section is agriculture. Taxation 
or fluctuations in prices have repeatedly affected the area 
sown by the kulaks or relatively large-scale farmers. Some- 
times it is a question of the kulaks over a wide area sowing 
grain instead of cotton or flax ; but it is an even more 
serious factor when the operation of the Government’s 
policy is met by a reduction in sowings in general. This 
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factor, however, is to a certain extent calculable ; and, on 
the other hand, the Government’s policy aims at avoiding 
sharp conflicts which would seriously affect the sowings. 
At the same time, as in industry, so in agriculture, steady 
progress is being made in the conversion of individually 
worked farms into “ collectives ” which are linked up 
with the Co-operative organisations and can thus be 
brought with more precision into the national economic 
plan. The “ Collectivisation ” programme is itself in- 
cluded in Gosplan’s scheme. 

Then there is the incalculable factor of weather. A 
poor harvest would throw out all calculations, even if not 
only industry but also agriculture had been completely 
brought under State or Co-operative management. Even 
in this respect, however, it is possible to do something to 
minimise both the menace itself and its possible conse- 
quences. Thus an important part of the economic planning 
work has concentrated on preventive measures — the 
improvement of irrigation, the selection of hardy seeds and 
crops relatively little affected by extremes of drought, 
moisture or cold, and similar measures ; while a form of 
insurance is also provided for in the plan, by the creation 
of reserves of grain, the construction of new railways to 
link up rich grain areas with areas specially subject to 
crop failures, and the general provision of financial 
reserves which can be thrown in to aid any specially 
threatened area. Thus the work of Gosplan is gradually 
becoming more effective, and the factors tending to 
disturb the economic plan are gradually being eliminated 
or offset by measures of prevention or insurance. 

Taking the Council of Labour and Defence, with its 
planning department Gosplan, as the centre of Russia’s 
productive system, the directing lines lead in three main 
directions — to the Supreme Economic Council as the 

120 



THE CONTROLLING BODIES 

link with State-owned industry ; to a group of People’s 
Commissariats (State Departments) which exercise special 
economic functions ; and to the Central Unions of Co- 
operative organisations. Almost all of the People’s Com- 
missariats are in some way involved in the production 
system, in the sense that their work has to take account of 
economic developments and at one point or another 
actually impinges on the productive system. Thus the 
Commissariat for Education not only depends on the 
production budget for its finance and for the extension 
of schools and other buildings, but is also guided in its 
work by the requirements of an expanding industry for 
specialists, technical workers and specially trained workers 
of all kinds. The Commissariats for War, Posts and 
Telegraphs, Labour, Health, and Social Welfare are all 
similarly involved in this plan. But the Commissariats 
which have direct economic functions are three in number 
— Finance, Trade and Transport ; the Commissariat for 
Agriculture has some economic functions, but of a less 
definite type. 

The Commissariat for Finance is responsible, like the 
British Treasury, for the State’s finances — the collection 
of taxation and other revenues, and the issue of money to 
other State Departments in accordance with the approved 
Budget. But the work of the Commissariat for Finance is 
far wider than the work of the British Treasury. This is 
not merely because a substantial part of the revenue 
consists in the profits of State industry and that a portion 
of the Budget expenditure is directed to the building up 
of State industry. The whole of the banking system of 
Soviet Russia is controlled by the Commissariat for Finance 
in much the same way as the Supreme Economic Council 
controls State-owned industry. And the single economic 
plan prepared by Gosplan lays on the Commissariat for 
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Finance the duty of financing the industrial and com- 
mercial operations involved in the plan. 

This financing is done mainly on ordinary banking 
lines, through the provision of temporal^ credits based on 
the banks’ own resources and the deposits of their clients ; 
in addition, certain long-term loans are made for capital 
development in certain industries, the money being 
provided through the State Budget or raised through the 
State issue or guarantee of loans, issued both within and 
outside of Soviet Russia. The central bank is the State 
Bank, established in November, 1921, and managed by a 
Board appointed by the Commissariat for Finance. A 
number of other special banks have been formed, such 
as the Industrial Bank (now the Bank for Long-Term 
Industrial Credits), the Bank for Foreign Trade, and the 
Co-operative Bank ; but these are all closely controlled 
by the State Bank, and have been formed to carry out 
special functions within the single financial plan directed 
by the Commissariat for Finance. Each bank, however, is 
financially independent, and operates independently in 
just the same way as the various industrial units operate 
independently. 

The Commissariat for Transport now controls all the 
railway, shipping and road transport owned by the State, 
through financially independent organisations of a type 
similar to the industrial units under the Supreme Econ- 
omic Council ; the general organisation of transport is 
described in Chapter IX. 

The Commissariat for Trade (originally two Com- 
missariats, for Home and Foreign Trade) controls a 
number of general trading concerns, including general 
trade agencies abroad, each of which is financially 
independent and carries out its operations on a com- 
mercial basis ; it now also controls a number of the new 
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Combines dealing with agricultural products. In the case 
of the former Trusts and Syndicates (set up under the 
Supreme Economic Council) with their own trading 
organisations abroad, the Commissariat for Trade 
exercised a general supervision over their foreign 
operations, but did not itself appoint their Boards of 
Directors or otherwise directly control them. This holds 
good of the present operations outside the Soviet Union 
of the new Combines and their subsidiary companies 
abroad. 

In earlier chapters the functions of the Supreme 
Economic Council at various stages have been described. 
Its structure and its relations with industry in the first 
period — from 1917 to 1920 — were extremely simple in 
general form. With the presidium of the Supreme Eco- 
nomic Council as the controlling and co-ordinating body, 
there were three main groups of Departments, covering 
(1) central internal organisation — general management, 
finance, planning, etc., within the head office ; (2) 
central external organisation — to maintain contact with 
the provincial and local economic councils, which were 
controlling local industry under the general supervision of 
the Supreme Economic Council ; (3) administration of 
industry, divided into departments dealing with separate" 
industries. The control of the factories was effected 
through two channels — directly, through the central 
department for the industry, and indirectly, through the 
corresponding department of the provincial or other local 
economic council. During this period the general structure 
remained unchanged, but the departments for the 
administration of each industry necessarily developed a 
highly complex internal organisation to enable them to 
administer the great mass of separate enterprises within 
the industry. 
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In the second period, from 1921 to 1927, the administra- 
tive apparatus of the Supreme Economic Council was 
heavily cut down. The Industrial Planning Department 
(“ Promplan ”) developed. The Department of Economic 
Administration directed the general reorganisation of 
State industry, and issued regulations governing its 
activities. The operations of the Trusts were controlled by 
the Central Administration of State Industry, a depart- 
ment built up on the Glavki or Chief Committees for 
each industry ; these were, however, reduced in number 
and lost most of their administrative apparatus. There 
were nine such Glavki, for the Electricity, Metallurgical, 
Engineering, Non-ferrous Metals, Fuel, Chemical, Tim- 
ber, Textile and Food industries. Each of these Chief 
Committees had sub-offices in the separate Republics 
forming the Soviet Union, and there were local offices in 
each province. 

In the third period, from 1927 to 1929, the Syndicates 
in each industry were carrying out almost identical 
planning functions as the Glavki, in the ordinary course of 
their work as centralised buying and selling organisations 
for each industry. Moreover, the Trusts, originally formed 
to manage groups of factories, lost many of their functions 
to the Syndicates, and other functions to the particular 
enterprises which they controlled — for the decree of 1927, 
instructing that each enterprise was to be put on an 
independent financial footing, gave full responsibility for 
management to the manager of each enterprise. The main 
operating functions were carried out by the Syndicates 
and the individual enterprises ; the Chief Committees of 
the Supreme Economic Council were completely removed 
from production, and the Trusts were only controlling and 
co-ordinating groups of autonomous enterprises. # 

The fourth and present stage began in 1930, following 
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on a resolution of the Central Committee of the Com- 
munist Part of the Soviet Union, adopted on December 
5th, 1929 (see Appendix I). This resolution, on “ the 
reorganisation of the management of State industry,” 
summed up the conclusions drawn from the twelve years’ 
experience of co-ordination and decentralisation. On the 
basis of this resolution a Decree was issued on February 
13th, 1930, authorising the formation of Combines (see 
Appendix II) ; and detailed instructions have been 
issued by the Council of Labour and Defence and the 
Supreme Economic Council of the Soviet Union, in 
accordance with which the whole system of administration 
has been reorganised. The present system, from the 
Supreme Economic Council down to the particular 
enterprises, is described in the following chapter. 

In addition to and generally controlled by the Supreme 
Economic Council of the Soviet Union, each of 'lie 
Republics constituting the Soviet Union has its own Eco- 
nomic Council ; and under these again are the Regional 
Economic Councils, the Provincial Economic Councils, 
and the local Economic Departments. 

The functions of these district and local Economic 
Councils is to see that the instructions of the higher 
Economic Councils arc carried out in the industrial 
enterprises within their areas ; and there are also certain 
enterprises of purely local importance which come directly 
under their control. For the sake of clarity, the Trusts 
controlled directly by the Supreme Economic Council 
were the only ones to which reference was made in the 
earlier chapters ; but in addition to these, which com- 
prised the most important enterprises regarded as “of 
All-Union importance,” there are other Trusts combining 
smaller enterprises which are of importance only within 
one of the constituent Republics. These are “ Trusts of 
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the Republics," and are controlled by the Economic 
Council of the Republic concerned. Further, there are also 
“ Provincial Trusts," uniting factories which are only of 
importance within a single province ; these are controlled 
by the Provincial Economic Council. The local Economic 
Departments, again, control the smallest State factories 
which are not included in any Trusts. The 1930 re- 
organisation of industry was primarily concerned with the 
enterprises “ of All-Union importance," and the Trusts 
of the Republics and of the Provincial Councils were for 
the most part left untouched, although there is a constant 
process of unification of the smaller Trusts and their 
inclusion as collective units in the organisations “ of 
All-Union importance." 
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NEW ORGANISATION OF 
STATE INDUSTRY 

In the new system introduced in 1930 the types of or- 
ganisation which have been described in the preceding 
chapters are still to be found — the Supreme Economic 
Council, the Syndicates (in their new form as “ Com- 
bines ”), the Trusts and the factories or other enter- 
prises carrying out the actual work of production. But the 
Supreme Economic Council has been completely re- 
modelled ; the renaming of the Syndicates marks a com- 
plete change in their status ; the Trusts continue to exist 
only in certain industries, and their functions are very 
much restricted ; and the individual enterprises are to a 
considerable extent sub-divided for administrative pur- 
poses into their constituent parts, with a very high degree 
of decentralisation in actual management. 

At the head of the whole system of State industry is the 
Supreme Economic Council of the Soviet Union — a 
Department of State, whose president sits on the Council 
of People’s Commissaries of the Soviet Union. The prin- 
ciples on which its new structure is based are : 

(1) It exists for the general control of State industry ; 
but it has no direct administrative functions or 
machinery. Its machinery is designed to guide the 
development and technical reconstruction of industry, 
to co-ordinate the work of the various branches of 
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industry, to issue general regulations with these objects 
in view and to see that they are observed by the sub- 
ordinate economic units. 

(2) The detailed work of its departments consists 
in : the preparation of plans for the reconstruction of 
each industry ; the examination and confirmation of 
plans of production and capital extension ; the appoint- 
ment and dismissal of the managers of the Combines ; 
examination and confirmation of balance-sheets and 
reports ; the distribution of profits and losses ; authori- 
sation of expenditure from capital funds ; audit of ac- 
counts and investigation of the Combines’ work ; and 
the fixing of wholesale prices. 

The Glavki, the Supreme Economic Council’s depart- 
ments for each industry, were entirely abolished, their 
place being taken by the Syndicates in their new descrip- 
tion as Combines, whose functions arc described later. 
The new structure of the Supreme Economic Council is 
threefold : (1) functional boards ; (2) sectional commit- 
tees ; (3) the Combines. 

The functional boards and industrial committees are 
part of the machinery of the Supreme Economic Council 
itself, and are maintained through the State Budget, as 
sections of a State Department. The Combines, on the 
contrary, are financially independent economic organisa- 
tions, existing as separate legal entities on the basis of 
their Statutes (approved by the presidium of the Supreme 
Economic Council), but working within the limits fixed 
by the Supreme Economic Council. 

The central apparatus of the Supreme Economic Coun- 
cil is now the Department of Technical and Economic 
'Planning, set up in 1930 to unify the work of develop- 
ment and rationalisation of production. This work had 
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previously been carried out by separate sections for each 
industry, but it had become evident in practice that the 
technical improvement or development of any particular 
industry had an important bearing on other industries, 
especially those providing raw material or using the pro- 
ducts of the developing industry as their raw material. 
The development of the chemical industry, for example, 
was essential to the development of the textile industry, 
agriculture, and other industries ; but it was conditioned 
by the development of the mining, coke and other indus- 
tries ; and it was clear that the best results could only be 
secured by co-ordinating all development schemes so that 
all the industries affected moved forward simultaneously. 
Similar co-ordination is required in every large-scale plan 
of rationalisation, especially where the chief question is 
the concentration of production in particular areas. 

The work of this new Department covers : 

(a) Co-ordination of industrial plans ; drafting 
“ perspective plans ”■ — plans for many years ahead ; 
planning the required geographical distribution of in- 
dustries ; 

(b) investigation of questions of industrial policy 
and legislation ; 

(c) examination and supervision of the work of the 
various Combines ; 

(i d ) direction of ihc technical reconstruction of in- 
dustry — drafting of general plans, development of new 
industrial products, introduction of specialisation, etc. 

(e) general control of research and experimental 
work and actual management of certain scientific in- 
stitutions ; 

(/) development of the interchange of new methods 
and experience generally between the various industries 
and enterprises. 

Ir 
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The sub-departments or sections deal with (i) co- 
ordination of economic plans among the various indus- 
tries ; (2) costs of production ; (3) supply problems — 
questions of source of raw materials, reduction of trans- 
port costs, etc. ; (4) planning of capital construction and 
rationalisation of existing concerns ; (5) financial affairs 
— compiling the total budget of State industry, drafting 
schemes to make financial provision for industrial develop- 
ments required and generally for the mobilisation of in- 
dustry’s financial resources ; (6) foreign trade — co-ordin- 
ating plans of import and export with the general 
internal production plans ; (7) accounting — supervising 
the accounting system throughout State industry. 

In addition to the Department for Technical and 
Economic Planning, which carries out the most important 
functions of the Supreme Economic Council in giving 
general direction to State industry, there arc five other 
important departments of the Supreme Economic Coun- 
cil carrying out specific work : (1) the Central Inspection 
Department, which carries out — largely through the simi- 
lar departments in the Economic Councils of the various 
Republics — the auditing of accounts of State industrial 
units, and also controls the carrying out by these units of 
instructions issued by the Government or the Supreme 
Economic Council ; (2) the Prices Board, which investi- 
gates costs of production and fixes prices at which pro- 
ducts are to be sold ; (3) (4) and (5) Research Boards, 
dealing with Industrial Methods and Technique, Geo- 
logical Survey and Geodesic Investigation. 

It will be noted that none of these departments have 
any special connection with particular industries : there 
can be no question of bureaucratic interference in the ad- 
ministration of industry, such as developed in the first 
period after the nationalisation of the factories. This 
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principle of “ functional ** as opposed to “ industrial ** 
departmentalisation within the Supreme Economic Coun- 
cil is the essence of the new system of organisation. But it 
was not possible to adopt it fully in 1930. In a system 
which aims at planned and co-ordinated production, 
departments on an industrial basis can only be done away 
with when independent organisation has developed 
within each industry. Until this organisation is developed, 
special departments of the Supreme Economic Council 
must continue to function for the precise purpose of or- 
ganising the industry. There are four relatively important 
industries to which this still applied at the time when the 
new system was introduced in 1930 — Clothing, Food, 
Printing, and Oils and Fats — and Committees for these 
industries are a part of the central machinery of the 
Supreme Economic Council. These industries, taken in 
the aggregate, are of considerable size, but most of the 
enterprises are small, and they arc scattered throughout 
practically the whole territory of the Soviet Union. It 
has therefore not been possible to unite the enterprises in 
any form of Combine. The Committees of the Supreme 
Economic Council have no direct control over the enter- 
prises in these industries, but only exercise a general,, 
supervision and plan the general re-organisation and con- 
centration of enterprises, with a view to the gradual forma- 
tion of an independent and comprehensive Combine. 
The Committees also prepare estimates and plans of pro- 
duction and supply, and draft general regulations and in- 
structions covering the industries. 

There are also two other Committees with specialised 
industrial functions — the Central Cotton Board, whose 
chief function is the encouragement of cotton-growing ; 
and the New Rubber Committee, formed to develop 
the commercial exploitation of a form of rubber obtained 
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from plants in Central Asia. It is probable that the Cen- 
tral Cotton Board will be merged in the Textile Combine, 
and that the work of the New Rubber Committee, if it 
succeeds in developing the new product, will be handed 
over to the Rubber Combine. The Central Cotton Board 
is a suivival, which has been kept alive for special reasons, 
and the New Rubber Committee is an emergency organi- 
sation to explore and develop a new industrial possibility, 
which may effect enormous economies in Russia’s im- 
ports from abroad. Neither these nor the Industrial Com- 
mittees previously mentioned can be regarded as per- 
manent parts of the Supreme Economic Council’s 
machinery. 

The Combines — the Syndicates in another form — are 
now the equivalent of the former Chief Committees for 
each industry. When the New Economic Policy was first 
introduced in 1921, and for many years after that, it was 
regarded as a vital principle in the Soviet industrial 
system that the functions of control and planning should 
not be exercised by any organisation which was also carry- 
ing out administrative work. This was the principle on 
which the Trusts were formed — to relieve the Supreme 
Economic Council of all administrative functions, leav- 
ing the Glavki only general functions of control and plan- 
ning. The development of the Syndicates had, however, 
driven a coach and pair through this principle, for the 
essence of their work in its later stages was that they were 
continuously planning and controlling the work of the 
Trusts subordinated to them, on the basis of the informa- 
tion they gained through their operative functions in selling 
the products of the Trusts and buying the raw materials 
and supplies which they required. They were carry- 
ing out the planning functions of the Chief Committees for 
each industry, and the latter had no alternative but to sit 
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and watch them doing it, just because the Syndicates 
were combining control and planning with practical work 
and using control and planning as a direct aid to the 
development of their practical work. 

On the other hand, the conditions which had led to the 
adoption of the principle of divorcing control from ad- 
ministration no longer existed. When the New Economic 
Policy was introduced in 1921, it was felt to be necessary 
to put industrial concerns on an independent financial 
footing, and on the other hand to preserve some central 
machinery to prevent these independent concerns from 
placing their own financial interests in opposition to the 
general economic interests of State industry. But by 1930 
the whole system of State industry was working smoothly 
within a single economic plan, and the possibility of the 
separate units opposing the central plan was no longer 
real. Therefore all doubts about the wisdom of combining 
controlling and operative functions were easily dispelled, 
and the Syndicates were simply transformed into official 
organisations of a new type — financially independent and 
autonomous in their operations, while at the same time 
the sole controlling and planning sections of the Supreme 
Economic Council so far as their particular branch of 
industry is concerned. 4 

In their new position as sections of the Supreme Eco- 
nomic Council the Syndicates became all-embracing 
industrial Combines, with the following main functions : 

{a) to plan production in their particular branch of 
industry ; 

(b) to plan and supervise capital construction ; 

(i c ) to control the technical work of the industry ; 

( d ) to organise the sale of products and purchase of 
raw materials and supplies ; 
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(e) to control the commercial and financial activity 
of the subordinate enterprises ; 

(/) to deal with labour questions ; 

(g) to organise the training and 'allocation of tech- 
nicians for the industry ; 

(h) to appoint and dismiss the managing personnel in 
the subordinate enterprises. 

The Combines are of three main types : 

(i) Concerns covering enterprises and Trusts of 
importance to the whole Soviet Union. 

(2) Concerns covering enterprises and Trusts, some 
of which are of importance to the whole Soviet Union, 
and some of which are only of importance within one 
or other of the individual Republics. 

(3) Concerns of the Syndicate type (i.e. buying and 
selling organisations), covering enterprises and Trusts 
which are only of importance locally or within the in- 
dividual Republics. 

They are all equally independent financial units, de- 
pendent for their finance on the enterprises and Trusts 
which they control ; the division into three types refers 
to the particular authorities with which they are connected 
and the particular work which they have to carry out. 
The functions of the first group, for example — the 
concerns covering enterprises and Trusts of importance 
to the Soviet Union as a whole — are : 

(1) to plan the productive work of the enterprises 
under their control ; 

(2) to plan and supervise development work — ex- 
tension or organisation of factories and equipment. 
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(3) to carry out technical control of the enterprises — 
i.e. to supervise their activities, receive and examine 
reports, appoint and dismiss the managing personnel, 
secure and distribute qualified personnel, organise the 
sale of products and purchases of material and supplies 
required, and control all financial arrangements. 

In a word, the combinations of this type function in 
much the same way as the central offices of the great com- 
bines in other countries — they plan and supervise the 
activities and development of the various enterprises under 
their control, centralising to a greater or less degree the 
sale of products and purchase of materials, and financial 
operations, but acting, in the administration of productive 
enterprises, through managers appointed by and sub- 
ordinate to the managing director of the Combine. Just 
as the enterprises owned by a Western Combine may be 
organised either as separate units or in groups (subsidiary 
companies), so in Soviet industry the enterprises controlled 
by the central Board of a Combine may be organised 
in groups forming “ Trusts ” or may be separate units 
coming directly in touch with the central Board. 

The formal organisational structure is therefore much 
the same in highly developed Western industry and id 
Soviet industry ; but the Soviet Combines are far more 
comprehensive than the Western Combines, and the type 
of organisation is more uniform ; there is also the funda- 
mental difference that the Soviet Combines are subor- 
dinate to the Supreme Economic Council and work in 
accordance with a general economic plan for the whole 
of the Soviet Union. 

In 1930, Combines of the first type — controlling enter- 
prises and Trusts of importance to the Soviet Union as a 
whole — existed for the following industries : 
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1. Coal 

2 . Automobile and Tractor Construction 

3. Electrical Engineering 

4. Marine Shipbuilding 

5. River Shipbuilding 

6. Steel 

7. Electricity Supply 

8. Sugar 
9* Oil 

10. Rubber 

11. Non-Ferrous Metals 

12. Artificial Fibres 

13. Munitions 

14. Aircraft Construction 

15. Cinematograph Films 

16. Boilers and Tubes 

17. Textile Machinery 

The second type of Combine is almost the same as the 
first type, except that concerns of the second type control 
not only Trusts and enterprises of importance to the whole 
Union, but also Trusts and enterprises which operate only 
within one or other of the separate Republics in the Soviet 
Union. In the case of such enterprises — operating only 
within a single Republic — the Combine functions under 
the supervision of the Economic Council of the’ particular 
Republic. For example, the Textile Combine embraces 
many large Trusts producing for the whole Soviet Union, 
but also many smaller enterprises producing only for their 
immediate area. The latter come under the general con- 
trol of the Economic Councils of the particular Republic 
in which they are situated, while the former come under 
the Supreme Economic Council of the Soviet Union. The 
Textile Combine is responsible for the larger enterprises 
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to the Supreme Economic Council of the Soviet Union, 
and, for the smaller enterprises, to the Economic Council 
of the particular Republic. The functional difference is 
that, in the case of the smaller enterprises, the Textile 
Combine functions as a Syndicate, selling their products 
and purchasing the raw materials they require ; it does 
not appoint the management, which is appointed by the 
Supreme Economic Council of the particular Republic. 

But the Textile Combine takes the production of these 
smaller enterprises into account in its general plan of 
production, and plans their extension or re-equipment ; 
and it is also responsible for securing the skilled technicians 
whom they need. Combines of the second type, therefore, 
such as the Textile Combine, carry out all planning and 
administrative functions in connection with the large 
enterprises which they directly control ; but in addition 
they carry out buying and selling and general co-ordirat- 
ing functions in relation to smaller enterprises. The exist- 
ing organisations of the second type in 1930 were in the 
following industries : 

1. Agricultural Machinery 

2. Building 

3. General Engineering 

4. Non-metalliferous Mining 

5. Chemicals 

6. Peat 

7. Textiles 

The third type of Combine comprises enterprises and 
Trusts which operate only within a particular Republic 
or other limited area : the functions of these Combines 
are similar to those of Combines of the second type in 
relation to the smaller enterprises they cover, namely, 
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general planning and co-ordination, and the sale of pro- 
ducts and purchase of materials, but not the appointment 
of managers. Combines of the third type exist in the follow- 
ing industries : 

1. Salt 

2. Matches 

3. Timber 

4. Glass 

5. Paper 

6. Leather 

It must be understood that Combines of all three types 
function equally as sections of the Supreme Economic 
Council of the Soviet Union in their planning and general 
co-ordination work ; the differences between the types 
depend on the existing differences in the subordination of 
particular enterprises to the Supreme Economic Council 
of the Soviet Union or to the Supreme Economic Councils 
of the separate Republics. 

The Combines are independent financial units, not 
supported by the State Budget, but, in the case of Com- 
bines of the first type, making up their balance-sheet by 
combining the balance-sheets of the enterprises and Trusts 
within their particular industry. The Combines covering 
only enterprises and Trusts of All-Union importance 
merge their finances with the finances of their subordinate 
productive units, making one great industrial unit which 
is a single financial unit. The profit of these Combines is 
the aggregate difference between the cost of production 
and wholesale distribution and the selling prices of the 
goods produced — the selling prices being fixed by the 
Supreme Economic Council. 

In the case of the Combines of the second type, em- 
bracing both trusts and enterprises of All-Union import- 
ance and Trusts controlled by the Economic Councils of 
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the separate Republics, the profit is arrived at in the same 
way, but a part of it is handed over to the Trusts of the 
separate Republics, in proportion to the total value of 
their products handled by the Combine. 

Combines of the third type, functioning purely as 
Syndicates so far as the enterprises they cover are con- 
cerned, make their profit on a commission basis or on the 
difference between the agreed prices at which the goods 
are handed over to them for sale and the actual selling 
prices. 

In all cases the Combines are under the control of a 
single Director, appointed jointly by the Supreme 
Economic Council and the trade union concerned in the 
industry. He selects his chief assistants, subject to con- 
firmation by the Supreme Economic Council and the 
trade union ; and he appoints in turn the single managers 
of the Trusts or enterprises subordinate to the Combine — 
again subject to the same confirmation. The head offices 
of all the Combines arc in Moscow ; but the supply 
departments, whose function it is to provide the Trusts 
and enterprises with the raw materials and supplies they 
require, are based on the most important Trusts. The 
Combines may secure the raw materials and supplies 
required by the enterprises either by undertaking the ’ 
production of these requirements, or by entering into 
agreements with other Combines which produce what is 
needed or with Co-operative organisations which collect 
the materials required from the peasant producers. 

The general structure and functions of the Combines are 
those of the Syndicates, described in Chapter IV. The 
functions of sale have been immensely simplified by the 
system of " provisional orders ” aggregated by other Com- 
bines, or by the Centrosoyus from the Co-operative net- 
work, and handed on to the Combine. The functions of 

139 



Russia’s productive system 

supply have also been simplified by the formation of other 
Combines and the strengthening of the Co-operative 
machinery for collecting raw material from the peasants. 
The Combines therefore arc now concerned with the or- 
ganisation of sales and supplies rather than with detailed 
transactions with the consumers or suppliers. 

This enables the Combines to pay more attention to the 
organisation of production and reconstruction of the in- 
dustry — their special function as sections of the Supreme 
Economic Council. In order to ensure that real attention 
is given to this side of their work, each Combine is obliged 
to form a special section of highly qualified specialists who 
are not involved in current administrative work, but whose 
duty is to work out the general principles for the recon- 
struction and technical improvement of the industry, and 
to organise the exchange of experience and technical 
discoveries between the various enterprises covered by the 
Combine. A further step in this direction is the handing 
over to the Combines of the scientific institutions working 
on their particular branch of industry, so that scientific 
discoveries can be immediately tried out in the factories, 
and discoveries or inventions in the factories can be im- 
mediately subjected to scientific investigation. 

The Combines, in short, are entrusted with every aspect 
of the development of their particular industry. They are 
divorced from the actual management of particular 
Trusts and enterprises — for these are all autonomous as 
far as their current work is concerned — but they are in- 
timately in touch with the needs of the industry and of the 
consumers of the industry’s products, through their selling 
and buying operations. They are constantly concerned 
with the development of their particular industry, to keep 
pace with the steadily increasing demands of the country 
as a whole ; and through their planning and technical 
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departments they are in constant touch with the possi- 
bilities of the enterprises under their control. Through the 
fact that they are, jointly with their subordinate enter- 
prises, independent financial units, they have the greatest 
incentive to lower the costs of production — for they cannot 
raise prices, the level of which is fixed by the Prices Depart- 
ment of the Supreme Economic Council. The Combines 
are therefore the most efficient form of centralised control 
which has yet been devised in Soviet industry. 

In the new scheme of organisation, the tendency is to 
drop the Trusts and to establish direct relations between 
the Combine and the individual enterprises. This is 
especially the case in industries which are geographically 
compact, so that the factories within each area can be 
worked as a single enterprise carrying out specialised work 
at the various factories. But in industries in which the 
factories are scattered, the Trust is still a useful form of 
organisation intermediate between the Combine and the 
particular factories. The new scheme therefore makes 
provision for Trusts, but their functions arc completely 
different from those of the original Trusts. They are no 
longer organisations for the management of a group of 
enterprises ; their work is now concentrated on the tech- 
nical improvement and reconstruction of the enterprises 
under their control. They are specially instructed to : 

(a) organise the exchange of technical experience 
between the factories ; 

(b) ensure the utilisation of inventions and technical 
discoveries ; 

(< c ) ensure the mobilisation of the internal resources 
of the enterprises (i.e., see that supplies and raw 
materials are not accumulated in greater quantities 
than required) ; 
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( d) organise proper accounting and costing within 
the enterprises ; 

(i e ) enforce the standards of quality and classification 
laid down ; 

(f) form special committees for rationalisation. 

The Trust’s technical control over the enterprises it 
covers is now based primarily on functional lines ; as in the 
case of the Syndicates, the Trusts were told to form 
special committees of qualified technicians, freed from 
current administrative work, to supervise the work of the 
subordinate enterprises. The Trusts were also instructed 
to set up special commissions, composed of experienced 
workers and “ young engineers,” to investigate special 
questions and bring experience from one factory to another. 

It is obvious from the above that the new Trusts are 
merely outposts of the Combine in their industry, carrying 
out, in relation to a particular group of enterprises, the 
work of technical supervision which was in general en- 
trusted to the Combines. The centre of gravity in the 
actual administration of productive units has shifted to the 
units themselves. 

The Communist Party’s resolution of December 5th, 
1929, on which the new system of organisation is based, 
opens with the declaration that the productive enterprise 
is the basic unit in the organisation of industry. “ The 
placing of each enterprise on an independent financial 
basis makes it easier to form a correct idea of the enter- 
prise’s productive work and to keep the workers informed 
of the results of this work.” For that reason it was necessary 
to extend the practice, already in fqrce in some industries, 
o£ putting each enterprise on an independent financial 
footing. Under this system each enterprise makes up its 
own balance-sheet monthly, showing the cost of production 
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for each type of product. The difference between this 
and the cost of production provided for by the Supreme 
Economic Council shows the efficiency of the manage- 
ment. A part of this difference is left with the enterprise, 
to meet the needs of expansion or re-equipment. 

But the resolution laid down that it is not enough to have 
the aggregate results of an enterprise as a single unit. In 
order that both the manager and the technical staff may 
have the necessary detailed information on costs, each 
workshop or department of an enterprise must be put on a 
separate accounting basis. The new system means that 
every workshop and productive department of an enter- 
prise keeps a record of its costs (including an allowance 
for depreciation and overhead expenses), and this is 
compared with the agreed price of the products. Thus 
every departmental manager is kept on the alert, and the 
manager of the whole enterprise is automatically informed 
of how efficiently each section is working. 

The system of separate accounting for the enterprise as 
a whole and for the separate departments is of considerable 
help not only to the manager and the technical supervisors 
of the higher industrial units, but also to the production 
conferences of workers. “ Socialist competition ” — the 
matching of shop against shop in production results — is 
an important factor both in the actual amount of effort 
expended by the workers and in the encouragement of 
inventions and of suggestions for improved methods. All 
the results, of the factory as a whole and of the separate 
shops, are reported to the production conferences of 
workers, which discuss them and make suggestions for 
further improvement. The new system has given a general 
stimulus to the workers’ interest in the production con- 
ferences and in the trade unions’ economic activities 
generally. 
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The internal organisation of the smaller enterprises 
remains as described in Chapter V. But in the case of the 
larger enterprises there is necessarily a certain hierarchy. 
In all cases, however, a single manager is in change of 
the whole unit, and his assistants are in charge of func- 
tional sections rather than parts of the enterprise. The idea 
behind the whole system is to put full responsibility in the 
hands of one man, and to have him assisted by specialists 
looking after special classes of work. 

The whole of the new system, from top to bottom, is 
based on co-ordinated planning and decentralised work, 
but it has brought the two closer together, with the 
natural result that both have become more effective. There 
is no longer the sharp antagonism between control and 
operative work, because operative work itself has had a 
new objective put before it — not profits, but technical 
improvement and' increasing output, of which the account- 
ing profits are the sign and not the purpose. The new 
organisation of State industry under the Supreme 
Economic Council is represented in diagram form on 
page 144 ; and its detailed application in the oil industry 
is described in the following chapter. The field covered by 
other important Combines is shown in Appendix III ; 
the internal organisation and the functions of these 
Combines are closely parallel to those of the Oil Combine, 
which has been selected for detailed treatment because, 
in addition to its work within the Soviet Union, it carries 
out extensive foreign trade operations which are an 
essential part of the general economic plan. 
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CHAPTER VIII 


ORGANISATION OF THE OIL 
INDUSTRY 

There are two important oil-bearing regions in the Soviet 
Union — Baku, the largest, with a present annual output of 
close on ten million tons, and Grozny, with an annual 
output of five million tons. In, addition, oil in much smaller 
quantities is raised in a number of other areas — Emba, the 
Urals, Sakhalien, etc. Until the 1930 reorganisation of 
industry the oil industry in each of these regions was 
worked by a separate Trust, under a Board of Directors 
appointed by the Supreme Economic Council ; and there 
was a joint organisation for the sale of oil products on 
behalf of the producing Trusts — the Oil Syndicate, the 
Directors of which were elected by the Oil Trusts, subject 
to confirmation by the Supreme Economic Council. 

The Oil Syndicate had its own sales apparatus in every 
part of “the Soviet Union, and had set up special com- 
panies, such as Russian Oil Products Limited in London, 
for the sale of oil products in other countries. In 1930 the 
organisation was considerably altered. The Oil Syndicate 
and the Trusts were merged, and the combined organisa- 
tion was renamed “ Soyusneft ” — the Oil Combine of the 
Soviet Union. Following on the disappearance of the 
Trusts, each oil area was organised as a single productive 
enterprise, subject to the general control of the Oil 
Combine, but autonomous in its current wprk. 

Each of these organisational units is under the control 
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of a single individual, the Chief or Managing Director. 
The Chief of the Oil Combine is appointed by the Su- 
preme Economic Council (subject to the approval of the 
Miners’ Union, which organises the workers in both the 
coal and oil industries) ; he selects his colleagues and 
appoints them to take charge of departments, subject to 
approval by the Supreme Economic Council. The Chief 
of the Oil Combine also appoints the managers for each 
oil region, and the Directors of subsidiary companies. In 
the case of all the leading officials the appointment is 
subject to the approval of the Supreme Economic Council 
and the trade union. 

The head office of the Oil Combine is in Moscow : it 
is essentially a central co-ordinating organisation, to 
control the production and wholesale distribution of oil 
products. In attempting to describe the continuous work 
of a vast organisation of this kind it is difficult to lmd a 
starting-point : but the logical starting-point of its work 
from year to year is the plan of production and distri- 
bution put forward by the State Economic Planning 
Commission (Gosplan) and adopted by the Soviet Govem- 
mept. At the present time, the oil industry and all other 
industries are working on an annual programme which j$ 
part of the general Five Year Plan, according to which 
the oil production of the Soviet Union in the economic 
year ending September 30th, 1933, should be more than 
trebled — forty million tons in 1933 as compared with 
twelve million tons in 1928. 

This increase in production requires continuous develop- 
ment work, in the opening up of new wells and new areas ; 
the extension of existing refineries and the opening of new 
refineries j the installation of cracking plants, etc. ; and 
the construction of new pipe-lines. The Oil Combine has 
therefore not only to organise the efficient working of 

147 



RUSSIA’S PRODUCTIVE SYSTEM 

present plant, but to work out in detail how, when, and 
by what means the extensions are to be carried out year 
by year. 

The total plan of production for each year indicates the 
areas from which the oil is to come. The Oil Combine has, 
therefore, to instruct the managers of the various fields 
accordingly, with details of the refined products required 
and the quantities for sale within the Soviet Union and the 
quantities for export. In the meanwhile the Combine has 
to make contracts for the sale of this oil. Inasmuch as the 
production plan is drawn up on the basis of the annual 
quantity of oil required within the Soviet Union, the chief 
customers of the Oil Combine are the other Combines 
which use oil in the industries they control. Every year 
there is a surplus for export, which is handled on a com- 
mission basis by R.O.P. in Britain and similar companies 
in other countries. The price within the Soviet Union is 
fixed by the Prices Department of the Supreme Economic 
Council, with the costs of production during the preceding 
year as the basis for a calculation which also takes into 
account overhead charges, depreciation, and changes in 
cost proposed by the general plan — that is, changes in 
costs of supplies, and proposed reductions in costs of pro- 
duction owing to rationalisation and more efficient work- 
ing generally. The profit of the Oil Combine is the differ- 
ence between the cost of production fixed in the plan and 
the actual cost of production ; and, in addition, the profit 
made on selling operations abroad. 

Of the total profit, a part (io per cent.) is set aside to 
improve the conditions of the workers — building of new 
houses, clubs, sports grounds, etc. — and another part 
(.about 40 per cent.) is divided among reserve funds, which 
are actually kept to develop the industry. The develop- 
ment of the industry falls into three main categories — 
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the sinking of new wells, the extension of refineries, and 
the construction of new pipe-lines. In view of the relatively 
backward position of the Soviet metal and engineering 
industry, a large part of the machinery and equipment 
required has to be imported from abroad. The proceeds 
from the sale of oil outside the Soviet Union are therefore 
partly used to buy machinery and equipment abroad ; 
these purchases are made under the generabcontrol of the 
Trade Delegations of the U.S.S.R. in the countries con- 
cerned. In practice, this means that the contracts have 
to be reported to the Trade Delegation, and licenses to 
import into Russia the machinery or equipment bought 
are issued by the Trade Delegation, which sees that the 
quantities and values are within the limits fixed by the 
general plan of imports. 

It must be understood that the general plan for :he oil 
industry covers not only the quantity of oil to be produced 
and refined, but also the equipment and materials and 
supplies required for that volume of production, and the 
plan is expressed in two forms — quantities, ahd in terms 
of money. The item of labour costs is expressed, so far as 
each industry is concerned, only in terms of money : the 
actual food, clothing and other requirements, for which 
this money is exchanged, enter into general plans for food 
and other supplies, which lie outside the scope of each 
particular industry. In terms of money, therefore, the 
plan for each industry is a budget of receipts from the sale 
of products, against which is set the costs of all kinds 
involved in production. In every industry these costs 
include charges for depreciation as well as for materials 
and wages ; and the surplus of receipts over costs is the 
estimated profit. It is from this surplus or profit that 
amounts are set aside as reserves, the main function of 
which is the purchase of machinery and equipment to 
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extend the productive resources of the industry, and also 
to provide for the labour and other costs involved in that 
extension. The balance of the surplus or profit from each 
industry goes to the State Budget, entering into the item of 
“ receipts from State industry ” ; certain items of taxation 
payable by the industrial concerns enter into the budget 
for the industry as a production cost, and into the State 
Budget as a receipt from taxation. The elements of the 
financial plan for each industry are therefore on the follow- 
ing general lines : 

Income Expenditure 

Receipts from the sale of products Cost of raw materials 

and supplies used in 
production and 
maintenance 

Receipts from any other source Cost of labour (wages 

and salaries) 
Overhead costs — 
office expenses, in- 
terest, commission, 
taxation, etc. 
c . f Reserves 
Surplusjstate Budget 

Development Plan 

Reserves for extension Cost of machinery 

and equipment, 
buildings, etc. 

Loans „ „ Cost of labour on 

development work 
Overhead costs on 
development work 
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In the case of the oil industry, receipts from the sale of 
oil abroad form a very substantial part of the total 
receipts, and there is a substantial annual surplus, with 
correspondingly substantial reserves for extension. As a 
large part of the machinery and equipment required for 
extension has to be imported from abroad, part of the 
proceeds of the sale of oil abroad is utilised for this pur- 
pose. In estimating the amount which will he obtained for 
oil sold abroad year by year, to some extent prices are 
already fixed under contracts, and for the balance an 
estimate is made on the basis of market conditions. In the 
case of the oil sold within the Soviet Union, the estimates 
both for quantity and price are much more definite. It is 
not merely a question of forming a general estimate on the 
basfs of the quantities sold and the price obtained during 
the previous year. The important consumers of oil are 
themselves State industries, organised in CSombir.es, or 
special organisations of a Combine type. Railways, ship- 
ping, road transport, aviation and all industries using 
oil (lubricating and fuel) arc themselves working on a 
production plan which covers the supplies required as well 
as the output or volume of work to be done. The oil re- 
quired by each of these industries for the coming year is 
therefore practically a fixed quantity, on the basis « of 
which a general contract can be made between the Com- 
bine for each industry and the Oil Combine. In addition 
to these customers, the Oil Combine sells oil to Cen- 
trosoyus, the central Co-operative organisation, for 
distribution among the whole network of Co-operative 
Societies and Unions of Societies. In this case also there 
is an estimate of the needs for the year, built up on the 
requirements for each area. In addition, there is also the 
quantity of oil which will be used up in the process of 
production and refining. Thus the amount of oil (and the 
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different kinds) which will be required each year for the 
internal needs of the Soviet Union is known with a very 
high degree of accuracy, owing to the unification of the 
plans for all industries ; and the actual wholesale buyers 
of oil are known, while the internal wholesale price is 
fixed, on the basis already described, by the Prices Depart- 
ment of the Supreme Economic Council. 

The determination of the quantity required for export is 
necessarily carried out on a different basis. To some extent 
contracts have been made with foreign buyers ; but 
beyond these contracts the possibilities of sale depend on 
the condition of the market in other countries and on the 
general factor of competition. Here again, however, the 
system of planning operates, though from an angle differ- 
ent from that operating in internal sales. In the first place, 
there is the question of machinery and equipment re- 
quired to be imported from abroad for the maintenance 
and extension of the oil industry. As this has to be paid for 
in foreign currency, the plan provides in the first place for 
the sale of oil abroad to cover the cost of these goods. 
Secondly, there is the question of other goods required 
to be obtained from abroad, to fill in gaps which cannot be 
filled by industry or agriculture in the Soviet Union — 
certain machinery and equipment for other industries, 
rubber, tea and other commodities which the Soviet 
Union has to import. In order to maintain the balance of 
exchange with foreign countries provision has to be made 
in the plans of those Soviet industries which can find mar- 
kets abroad — oil, timber, flax, etc. — for the production, 
export and sale abroad of sufficient quantities of products 
to produce the total value required abroad. The distri- 
bution of these quantities among the different Soviet 
exporting industries is based partly on anticipated con- 
ditions on the foreign markets and partly on the productive 
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possibility in each exporting industry in the Soviet 
Union. 

Obviously the export plans are subject to modification 
in the light of actual conditions during the year. Either the 
failure of a particular exporting industry to produce the 
estimated quantity required, or the failure of the foreign 
markets to absorb the quantity available for export, may 
reduce the export totals anticipated. Similarly, the 
granting of credit by foreign banks or manufacturers may 
make it possible to buy more from abroad than had been 
anticipated. In general, the imports and exports section 
is the least accurate part of the plan for each industry, but 
especially in the oil and timber industries the experience 
of recent years shows that no very substantial modifications 
are found necessary. 

The Oil Combine therefore has a definite annual pro- 
gramme of production to work on, based on actual known 
requirements within the Soviet Union, with an addition 
for exports, a part of which is already fixed by contracts 
with foreign buyers, while the rest is to some degree de- 
pendent on market conditions. The Combine then has to 
oiganise the production of the total quantity required — 
including development work, which is of special import- 
ance during the present period of rapid extension. There 
is first the distribution of production among the different 
oilfields — a matter already to some extent provided for in 
the plan. When this is settled, the necessary instructions 
are sent to the managers of the oilfields, who in turn have 
to parcel out the allotted total among the various sections 
of the oilfields, and the sectional managers have to parcel 
out their allocations among the existing wells or new wells 
which are to be brought into exploitation. Thus each 
productive unit has a definite task assigned to it for the 
year ; and the same holds good for the refineries. 
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The second question that the Oil Combine has to con- 
sider is the supply to the productive units of the items 
needed in the process of production and refining, including 
both new equipment required and money for wages and 
other current needs. The money requirements are ar- 
ranged for in the general plan, and the question of pro- 
viding each oilfield with the money it requires from week 
to week is relatively simple, though of course this question 
has to be considered in fixing the payment terms under 
contracts both of buying and selling. With regard to the 
supplies required by the different oilfields in kind, the 
quantities are indicated in the general plan ; and just as 
the Combines in other industries make contracts with the 
Oil Combine to purchase the oil needed by them, so the 
Oil Combine makes contracts with the other Combines 
to supply the items required for the oil industry. 

This also covers the question of equipment and supplies 
needed by the oil industry for extension. In so far as these 
requirements can be met by Soviet industry, they are 
provided for through contracts with other Combines ; but 
in so far as they have to be obtained from abroad, the Oil 
Combine has to make contracts with foreign firms to 
supply them. As already indicated above, the orders as a 
rule are actually placed through special subsidiaries of the 
Oil Combine, such as R.O.P. in London, and the financ- 
ing of these orders is arranged by using the proceeds of oil 
sold abroad. 

The method by which the sales of oil are arranged has 
already been explained. The Oil Combine, having com- 
pleted its general contracts for the sale of oil products and 
the purchase of equipment and supplies needed by the 
industry, is then faced with the detailed operations in- 
volved. The contract with the Railways Administration, 
for example, is made between the head offices of the two 
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organisations concerned, but of course the oil itself passes 
from a particular oilfield or tank storage station to a parti- 
cular section of the railway system. Orders for actual 
requirements are sent by the sectional offices of the rail- 
ways to the Central Railways Administration, and are 
passed on by it to the Oil Combine. The Oil Combine 
then has to instruct its producing units, or storage stations, 
to make the delivery in accordance with the terms of the 
contract. This is not an absolutely simple routine passing 
on of orders, in which the head office of the Oil Combine 
is merely a circumlocution office. On the contrary, the 
allocation of orders has to be made, not only in accordance 
with the general plan, but also taking into account the 
actual oil available at each point. Supplies at a particular 
station may be low, because of an unforeseen demand, or a 
temporary breakdown in communications, or a slowing 
down in the output of oil-wells from which the station is 
normally supplied. All of these factors have to be known 
and taken into account by the head office of the Combine, 
so that it may send the orders to the points from which they 
can best be met and organise the transport of oil from the 
wells and refineries to the storage stations. 

In the same way, the records and accounting involved 
in all these detailed transactions are centralised in the head 
office of the Oil Combine, and the accounts are sent to 
and settled by the head office of the Railway Admini- 
stration or other organisation to which the oil is supplied. 
All finance is centralised and allocated by the Oil Combine 
in accordance with the needs of each section of the 
industry. 

But the work of the Oil Combine is not limited to the 
organisation of current operations. The starting-point 
taken in describing its work was the presentation to it of a 
plan of operations adopted by the Government. The plan 
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of operations itself, however, is not something which 
descends from on high as an arbitrary ruling on what the 
industry must produce, without reference to the industry 
itself. The plan for each industry is built up on draft plans 
prepared by the industry itself; the work of the Planning 
Board of the Supreme Economic Council, and of the State 
Economic Planning Commission, is to co-ordinate the 
plans of the different industries with each other and with 
the still wider plans covering the whole economic and 
social life of the Soviet Union. But the basis for the co- 
ordinated plan is the series of plans prepared by each 
industry. The Combine is responsible for the preparation 
of the plan, receiving from each oilfield and department 
the details on which the general plan for the industry is 
based. 

The plan for each industry is not only in terms of goods 
and money. The necessary supply of labour has to be 
estimated, and such requirements as housing for the 
workers must be taken into account, especially when new 
oilfields arc being developed. Account must also be taken 
of the technical staff' required ; and it is one of the duties 
of the Oil Combine not only to allocate the technically 
trained staff among the different oilfields, but also to 
organise the training of an adequate number of technic- 
ians. The Combine must also see that all technical 
questions are continuously under investigation and that 
the results of all scientific enquiries, as well as useful 
inventions or discoveries made by any of the employees, 
are given proper consideration and adopted if they are of 
-practical advantage. With these objects in view, the Oil 
Combine has set up a special committee of highly qualified 
experts, not concerned with current administrative 
questions, to watch the technical side of the work through- 
out the industry, to consider the practical results and 
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recommend measures for continuous improvement in 
methods and organisation of work, including general 
plans for reorganisation of the industry, the development 
of new areas, construction of pipe-lines, etc. And in order 
to bring theory and practice closer together, the Oil 
Combine has been entrusted with full responsibility — 
financial and organisational — for the scientific institutes 
where questions of prime interest to the industry are being 
investigated and where technicians are being trained. 

Thus the central organisation of the Oil Combine is in 
reality the co-ordinating point in the current work and 
finance of the industry, and it is also the point for co-or- 
dinating all the initiative and scientific knowledge through 
which the future reconstruction and development of the 
industry can be planned and carried through. Because of 
this, it is necessarily a vast organisation, with over five 
thousand employees engaged on the centralising work, 
apart from controlling indirectly some two hundred 
thousand workers and employees engaged on the operative 
work of production and distribution. But it is not a bureau- 
cratic organisation. It is not supported by the State 
Budget, but by the industry. It is not divorced from pro- 
duction and distribution and finance, but is actively en- 
gaged in co-ordinating these throughout the industry. 
It is in direct touch with the managers of the oilfields and 
of the subsidiary organisations. In other words, it is a 
business unit, functioning in its daily work on much the 
same general lines as the central offices of the Western Oil 
Combines, but with the essential difference that its work 
is part of an organised whole, part of a general scheme 
covering the economic and social life of the country. 

In accordance with its functions, the internal organisa- 
tion of tlie Oil Combine is built up on separate depart-, 
ments dealing with production, distribution (sales), 
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finance, planning, and technical research and training, 
with a central secretariat. Each of these departments is 
under a manager, and the ultimate control is in the hands 
of the Chief or Managing Directof appointed by the 
Supreme Economic Council. For definite sections of its 
work, as already indicated, special financially distinct 
companies have been set up, operating both in Russia 
and abroad. These subsidiaries function as departments 
of the Combine, and are directly responsible to the Chief 
of the Combine. 

It will be observed that the principle underlying the 
separation into departments is functional as distinct from 
regional. Each department is concerned with its particular 
aspect of work in every oilfield, and is not jealously guard- 
ing the interests of any particular oilfield ; the result is a 
far better unification, and far smoother working than 
under the previous system, when the Trusts (on a 
regional basis) were fighting for their own separate 
interests. 

There is no intermediate link between the departments 
of the head office and the oilfields. A single manager is in 
charge of each of the oilfields ; he is appointed by the 
Chief of the Combine. He is the ultimate authority on all 
detailed questions connected with the work of the oilfield, 
although the actual programme of work comes to him 
through the appropriate department at the head office of 
the Combine. The manager of the oilfield is assisted by 
sub-managers in charge of “ functional ” departments — 
in the large fields, Baku and Grozny, these are on the 
same lines as the departments at the head office of the 
Combine. Then there are the managers of groups of wells, 
of the refineries, of the pumping-stations and pipe-lines of 
'each distinct unit in the oilfield. The departments in the 
head office of the oilfield are in touch with the managers 
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of the separate units, and give a general direction and 
control to their work on the basis of the plan for the oil- 
field and the detailed deliveries ordered by the head office 
of the Combine. But each unit, including the oilfield as a 
whole, is working on an autonomous basis so far as the 
current work is concerned. The manager of the oilfield 
cannot give orders to a foreman or worker in a refinery or 
other unit : the manager of that unit is the only authority 
— although his own appointment and dismissal are in the 
hands of the manager of the oilfield. With this autonomy 
goes also financial independence. The manager of each 
unit has a definite cost of production to which he must 
work. This cost of production is related to the wholesale 
price fixed by the Supreme Economic Council, and is 
based on the actual costs of production for the preceding 
period, with any modifications made necessary by changed 
conditions. Each productive unit has therefore to produce 
(or refine, or pump) in the year a certain quantity of oil, 
at a certain cost. The job of the manager is not to decide 
how much to produce — that, and its distribution, are laid 
down for him — but to organise the production of that 
quantity in such a way that the cost is below the cost al- 
lowed in the plan, which is also the price with which his 
unit is credited for “ sales ” to the next unit or Combine?. 
If by better methods and organisation he can effect a 
saving on the estimated cost, that unit has made a “ pro- 
fit ” — for it is credited with the estimated cost for all 
“ sales,” and is debited with supplies and money used, 
representing the actual cost of production. The purpose of 
this separate accounting*for each unit is both to test its 
efficiency — to have a definite criterion by which results 
can be measured — and to encourage the manager and all 
workers in each -particular unit to take an interest in its 
efficiency. The functional departments in the central 
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office of the oilfield — in particular the technical depart- 
ment — are constantly striving to help each unit towards 
greater efficiency, by advising it on organisation and 
technique, helping it to develop a detailed costing system, 
circulating the results of research and experience, and so 
on. 

In the whole of the foregoing, reference has been made 
only to the management. But while the managers of each 
unit are finally responsible, and their decisions on current 
administrative questions are final, a considerable share in 
the organisation of the work is undertaken by the workers. 
In each productive unit there is a factory committee, the 
general constitution of which is described in Chapter V. 
This factory committee is the basic unit of the Miners 9 
Union, which organises both coal and oil workers. Its 
main current work is the protection of the worker’s in- 
terests — on questions of pay, holidays, etc., on the basis of 
existing labour legislation and the general agreement be- 
tween the Miners’ Union and the Oil Combine. But 
through the Miners’ Union it can secure the removal of 
a manager, and it is a definite part of its work to examine 
the work of the productive unit from the standpoint of 
economic management and efficient technique, especially 
through the production conferences. These are mass 
meetings of the workers in each unit, at which the man- 
ager of the unit makes a report on the results obtained, 
the factory committee makes its comments on the report, 
and the workers’ criticisms and suggestions are invited. 
Thus, on the one hand, the management and the tech- 
nical staff, and, on the other hand, the workers of all 
grades actually engaged in production are engaged in 
reviewing the results obtained, considering improved 
methods and technique, and pooling initiative and 
experience. 
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Through these conferences, too, the spur of “ socialist 
competition ” is introduced. Comparisons are made be- 
tween the results obtained in different units, and one unit 
challenges another to a competition to secure certain re- 
sults in a given period. These competitions not only spur 
the workers to greater collective efforts, but also act as a 
spur to the adoption of improved methods and technique, 
the suggestions coming from the workers themselves. 

Thus in every part of the oil industry the process of 
improving organisation and technique is helped forward. 
The research workers in the technical institutes, the 
special organisation committee and technical department 
of the Combine, the similar departments of the different 
oilfields, the managers, technicians and workers in every 
productive unit are all drawn into this work. In the same 
way, the central aim of the co-ordination work of the 
Combine, both in production and distribution, is to secure 
more economical and efficient results. Above the oil in- 
dustry as a separate unit there is also the Planning and 
Technical Board of the Supreme Economic Council, 
working with the same aim on questions covering all in- 
dustries, including the oil industry. Above the Supreme 
Economic Council, again, there is the State Economic 
Planning Commission, working with the same aim on k 
more abstract but no less essential idea — the improvement 
of organisation and technique in the whole economic and 
social life of the country. The oil industry is a most vital 
part in this, and the principle of independent manage- 
ment of each section of the industry does not in any way 
interfere with the principle of work and development 
according to a definite and co-ordinated plan. 



CHAPTER IX 


TRANSPORT 

The Soviet Union Commissariat for Transport (Ways 
and Communications) controls all branches of transport 
other than purely local transport, such as tramways in the 
towns, which are controlled by the local Soviets. There 
are five main departments — railways, sea transport, river 
transport, road transport, and “ freight ” — the last 
named for chartering and agency operations. Each of 
these departments is a Combine of the same type as 
the Combines under the Supreme Economic Council — 
they unite the whole branch of transport with which they 
are concerned, and work on an independent financial basis. 
They are not bureaucratic but business organisations ; 
and, on the other hand, the managing director of each 
department is a member of the Board of the Transport 
Commissariat. 

The new administrative organisation for the railways, 
adopted on May 5th, 1930, is based on the same principle 
as that in force in the industries under the Supreme 
Economic Council — a central organisation, built up on 
“ functional ” departments, and a number of separate 
sections of the railway system, each worked as a separate 
financial Unit, under the general direction of the central 
departments. At the head of the central organisation is 
the Chief Director of Railways, appointed by the Com- 
missariat for Transport with the approval of the Union. 
He has two chief assistants, each in charge of a main 
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section of the work — “ exploitation ” and “ supplies.” 
Apart from these operative sections, the Chief Director has 
three departments working directly under him — the 
planning and organising department, the Instructors* 
Department, and the Inspection Department. The work 
of the planning and organising department is semi- 
administrative, as it deals with more or less immediate 
railway operations for the guidance of the Chief Director ; 
the preparation of general transport plans (covering ship- 
ping and road transport as well as rail) is in the hands of 
the central transport planning department, directly under 
the Commissariat for Transport. The Instructors* Depart- 
ment of the Railway Administration consists of a group of 
specialists who act as a flying squad for the introduction 
of new methods in the various sections of the railway 
system. The Inspection Department has the special work 
of inspecting and testing all locomotives, rolling-stock, and 
other items delivered to the railways from the factories 
controlled by the Supreme Economic Council. 

The first of the operative sections, the exploitation sec- 
tion, is divided into three sub-sections, dealing with 
traffic, power, and current repairs. The supplies section 
similarly has three sub-sections, for finance, material, and 
labour. The “ current repairs ” sub-section deals onl f 
with smaller repairs ; annual overhauls and major re- 
pairs are carried out bv a separate enterprise. The current 
repairs section is also responsible for seeing that the rolling 
stock is properly handled and sent for repairs when 
necessary. The power sub-section organises the distribu- 
tion of fuel, and also records and supervises the use 
of the various forms of fuel. The finance sub-section 
deals with central accounts and finance, and also with 
supervising the accounts and financial working of* the 
separate sections into which the railway system is divided. 
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Outside of this central office for current working, there 
are two specialised organisations working as independent 
financial units, under separate managing directors — the 
Central Board of Repair Shops, which organises capital 
and major repairs and annual overhauls of stock ; and 
the Central Board of Railway Construction, which under- 
takes the building of new lines and major repairs to 
bridges and buildings. 

Each of the functional departments deals direct with 
similar departments in each separate section of the rail- 
way system, giving them general guidance and help — 
and allocating rolling-stock and supplies generally among 
these sections. But while there is constant co-ordination 
and guidance from the central office, the different sec- 
tions are autonomous, their managers being appointed 
by the Chief Director at the centre (with trade union 
consent) but having complete authority within their sec- 
tions. Just as in the organisation of industries under the 
Supreme Economic Council, the organisation of the rail- 
ways combines the maximum central co-ordination with 
the maximum autonomy at the periphery. 

The internal organisation of the sections into which 
the whole railway system is divided can be illustrated 
from the “ October Railways ” section — covering the 
Leningrad-Moscow and other lines in the west. From 
April 15th, 1930, the whole section came under the con- 
trol of a single Director, whose funedons are restricted to 
planning and regulating the work of the seven group lines 
into which the section is divided. At the head of each 
group line ’there is again a single manager, appointed by 
the Director of the section, but having “ full control over 
the technical, economic, financial and administrative 
workf” of the group. This is a definite move towards de- 
centralisation, and with the decentralised management 
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goes also the decentralisation of finance and accounting ; 
each group is a separate working unit, bearing its share 
of general overhead charges, but left to its own initiative 
to organise the work and make a surplus on the basis of 
the traffic rates fixed by the higher authorities (the Central 
Railways Administration, the Transport Commissariat, 
and finally the State Economic Planning Commission 
and the Council of Labour and Defence). The co- 
ordinating units — the Directorate of the section embracing 
the various group lines, and the Central Railways Ad- 
ministration supervising the various sections into which 
the whole railway system is divided — are not concerned 
in current administrative matters, but only in the general 
organisation of resources and in giving technical aid to 
the actual administrative units. All questions of personnel 
within a group are decided by the manager of that 
group : the Labour sub-department of the Central 
Railways Administration secures the necessary labour 
and organises training, but does not itself make any 
appointments. 

Further sub-division into separate financial units is 
being organised : below the groups of lines into which 
each section of the system is divided autonomous an^l 
financially independent units are being formed of separate 
lines, and within these lines again the important stations 
are becoming autonomous, so far as local traffic is con- 
cerned. Each of these units works on the basis of fixed 
tariff rates — it has not the power to change fares or goods 
traffic charges ; but the actual organisation of traffic, 
appointment of staff and accounting are in the hands of 
each unit. Each unit therefore is in a position to examine 
its own results and to work on its own initiative to make 
the service more efficient. 

Marine transport was formerly centralised under the 
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Commissariat for Foreign Trade in an organisation of a 
Trust character, “ Sovtorgflot,” the Soviet Trading Fleet. 
This central organisation directed ^he work of the four 
separately managed sections working from Archangel in 
the White Sea, Leningrad in the Baltic, Odessa in the 
Black Sea and Vladivostok in the Far East. Agencies in 
London, Hamburg and other ports worked with each of 
these four sections of the fleet on a separate basis, but 
were directly responsible to the central office of Sovtorg- 
flot in Moscow. 

In the general reorganisation of industry carried out 
in 1930 this system was substantially modified. By a decree 
of the Soviet Union Council of People’s Commissaries of 
February 13th, 1930, Sovtorgflot was liquidated, and an 
All-Union Combine for Sea Transport was formed, under 
the name of “ Soyusflot.” This Combine, working as an 
independent financial unit under the Transport Com- 
missariat, took over all the assets and liabilities of Sovtorg- 
flot and “ Goskaspar ” (the Caspian merchant fleet), and 
in addition “ all sea trade ports, including Leningrad, 
with all buildings and equipment.” This does not mean, 
of course. Customs or political control of the ports, but 
the management of the harbours, docks, wharves and 
dock warehouses — roughly the work that is done in 
London by the Port of London Authority, but on a com- 
prehensive scale — for in Leningrad there are no privately 
owned docks or warehouses. Soyusflot is responsible for 
“ the management and exploitation of the properties, 
steamers and other enterprises under their control, the 
arrangements for new steamers and other enterprises, and 
control of capital construction in the branch of transport 
with which it is concerned.” 

The actual work of the central office of Soyusflot is to 
control the management of the regional sections of the 
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shipping fleet, to centralise their finances, to enter into 
general contracts with Combines or other organisations 
requiring sea transport, and to plan the development of 
the marine services. It does not interfere in the current 
operations of the regional sections, each of which is also 
controlled by a single manager appointed by the Chief 
of Soyusflot, subject to approval by the Transport Com- 
missariat and the trade union. The manager of each sec- 
tion has full control over all operations ; he appoints 
all heads of departments, captains, and other leading 
employees. 

The central office of Soyusflot, as of the other Combines, 
is organised on a functional basis : the planning depart- 
ment, the allocation of ships, the requirements of new 
ships, docks and dock warehouses, loading and discharging 
equipment, etc. ; but more general plans — the extension 
of the transport’ system as a whole, in which shipping is 
only a part — are prepared by the central Transport Plan- 
ning Department, directly subordinate to the Transport 
Commissariat. Other departments of Soyusflot deal with 
ships’ management, technical questions, passenger traffic, 
cargo traffic, etc. ; these departments are not adminis- 
trative, but supervisory and co-ordinating, actual ad- 
ministration being the concern of the heads of the regional 
sections. 

The actual construction of new tonnage (both sea and 
river) is carried out by the Shipbuilding Combine, which 
is an industrial unit under the Supreme Economic Council. 
Orders arc placed with the Shipbuilding Combine by 
Soyusflot, and the new ships are paid for from the reserved 
profits of Soyusflot or from loans raised by Soyusflot from 
the banks. 

A similar Combine was set up in February 1930 to 
manage the river shipping ; it took over all river steamers 
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formerly run by a department of the Transport Com- 
missariat, and all wharves and warehouses used for load- 
ing and discharging operations at river ports. 

Inland motor transport, forwarding and warehousing 
are controlled by another Combine under the Transport 
Commissariat. This is technically a company with share 
capital held by the Transport Commissariat, the Supreme 
Economic Council, the Trade Commissariat, and the 
Centrosoyus (central union of consumers’ co-operatives), 
all of which are directly interested in road transport. The 
operations of the Inland Transport Combine are, how- 
ever, under the supervision of the Transport Commissariat, 
although the plans of work arc prepared jointly with the 
other shareholders. The warehouses of the Inland Trans- 
port Combine are only those for general goods ; cold 
storage warehouses come under the Meat and Milk 
Combines ; grain elevators belong to the Grain Combine ; 
station warehouses used only for short periods belong to 
the railways, and warehouses used for goods in transit, 
in connection with the loading and discharging of ships, 
come under the Sea and River Transport Combines. The 
chief work of the Inland Transport Combine is the or- 
ganising of motor transport between towns and villages 
and railway stations, and forwarding operations generally. 

The chartering of ships, forwarding operations outside 
Russia, and agency work for Soviet steamers in foreign 
ports, arc all undertaken by the Freight Combine, which 
is also under the Transport Commissariat. This Combine 
has taken over the work of the “ Freight Bureaux,” 
formerly under the Foreign Trade Commissariat, and 
also the forwarding and agency work formerly carried 
out by agencies of Sovtorgflot. 

Thus the whole of Russia’s transport, both internal and 
external, is organised in five autonomous and financially 
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independent Combines under the Transport Commissariat, 
while the work of each Combine is co-ordinated not only 
through the general Board of the Commissariat — on which 
the heads of each Combine sit — but also by the Central 
Transport Planning Department, whose work is to super- 
vise the separate Combines and to plan the development 
of transport, allocating the work to the different Combines. 

The general idea of planned production and distribu- 
tion has special importance in relation to transport. To 
take the single example of the oil industry, the increase 
of output from twelve million tons in 1928-29 to forty 
million tons in 1932-33 involves provision for an increase 
in transport facilities of over 200 per cent. So far 
as internal transport is concerned— the external trans- 
port required can be met mainly by the use of foreign 
tonnage — rapid development must be made in three 
directions : pipe-lines must be built or extended ; the oil- 
carrying fleet on the Caspian and Volga must be in- 
creased ; and large numbers of new tank wagons on the 
railways must be provided, and new lines must be built. 
All of this involves careful preparation of transport plans 
years ahead, and these plans must affect the plans for 
other industries, especially metals and engineering. 

But the planning of future transport facilities needed 
for each particular industry is not the only problem. Such 
questions as relative costs of rail, water and road trans- 
port between certain points, and the corresponding alloca- 
tion of traffic, need continuous attention, and they can 
only be satisfactorily settled by a central planning depart- 
ment. Of even greater importance from the standpoint 
of economical transport is the question of return freights, 
which may sometimes involve changes in the source of 
supply for goods for certain areas. The planning and 
building of the “ Turksib ” railway, to bring raw cotton 
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from Turkestan to Siberia, and to take back grain from 
Siberia to Turkestan, is a case in point. Another case, in 
which the relative cheapness of water transport, the over- 
loading of existing railway lines in the south, and return 
freights are all factors which had to be considered, is given 
in a decision of the Transport Commissariat on the use 
of the Volga. Instructions issued in February 1930, to 
guide the development of the River Transport Combine, 
are to the effect that the following goods previously moved 
by rail are in future to be brought along the Volga : 

Grain from the Northern Caucasus and Siberian dis- 
tricts near the Volga, for transport to the Central 
Region. 

Metal and engineering products from Eastern 
Ukraine factories, for transport to Moscow, Lenin- 
grad, Central Asia and Transcaucasia. 

Ores from the Urals for Eastern Ukraine factories 
and for the Central Region. 

Sugar from Eastern Ukraine for the Volga basin and 
Siberia. 

The River Transport Combine was accordingly in- 
structed to prepare to deal with this traffic, and to take 
the necessary steps to build additional ships, wharves and 
warehouses, and to mechanise loading and discharging in 
order to save delay at the ports. An even wider question 
is the geographical distribution of industry. In the case of 
the cotton manufacturing industry, for example, the 
further developments of the industry in the centre of 
European Russia would add to the already immense 
difficulties of transport of raw cotton from Turkestan. 
The building of the Turksib railway helps the first stage, 
but it links up with the Siberian railway, along which 
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grain and wood are also moving to the industrial centre 
of European Russia. With a vast industrial area in cen- 
tral Russia, this movement of raw materials and food in 
one direction is inevitable. The transport problems arising 
from this have to be considered, and, apart from the 
actual traffic arrangements year by year, other solutions 
have to be worked out. The solution is found, in cotton 
and in other industries, by the joint work of the planning 
departments of the Supreme Economic Council and of 
the Transport Commissariat. The transport of raw cotton 
can be reduced by building the new cotton spinning and 
weaving factories required, not in the centre of European 
Russia, but in Turkestan — near to the point where raw 
cotton is produced and where there is a sale for the manu- 
factured products. From the standpoint of the national 
economy as a whole, an immense saving of resources and 
labour is made by such a geographical distribution of new 
enterprises. 

Moreover, once this general principle is adopted, the 
whole character of transport begins to change. Long dis- 
tance lines, bringing food and raw materials from peasant 
areas to industrial areas, and bringing back manufactured 
products, gradually lose their importance ; development^ 
take the form of extending the local network of lines, to 
serve a number of separate industrial centres. There will, 
of course, always be some products, such as oil, which are 
found only in certain areas and are required all over the 
country. But even in such cases technical developments 
may make very considerable changes. The production of 
electricity at the great stations which arc now being built, 
and its long-distance transmission, will do away with 
many of the present problems in the transport of coal, 
while the electrification of railway lines, already begun, 
will further simplify coal transport. 
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The work of the Central Transport Planning Depart- 
ment is therefore closely linked up with that of the Plan- 
ning Department of the Supreme Economic Council and 
of the State Economic Planning Commission. Together 
they are not only simplifying transport problems, but or- 
ganising a new geographical distribution of industry. In 
this new distribution, the “ economic region ” is the 
fundamental idea : the division of Soviet territory into a 
number of regions, which will be largely independent of 
each other so far as raw materials and food are concerned, 
but will exchange their specialised products. With such 
regions in being, the whole problem of transport would be 
immensely simplified. 
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COMMUNAL INDUSTRY 

In every large town there are certain enterprises, such 
as Gas, Electricity, Water Supply, and Tramways, which 
are controlled by the Town Soviet. In some towns these en- 
terprises were controlled by the Town Councils even before 
the Revolution, and in others they were taken over when 
the Soviets began to control the general administration of 
the town. In the early period of the Revolution, when the 
privately owned factories in every industry were being 
nationalised, many of the Town Soviets took over enter- 
prises of an ordinary industrial type as well as those con- 
cerned with what are usually known as communal ser- 
vices. In the subsequent process of reorganisation and 
centralisation the important factories of an ordinary in- 
dustrial type which had been taken over by Town Soviets 
were transferred to the control of the Supreme Economic 
Council, while less important factories of this type were 
given to the Provincial Economic Councils. At the pre- 
sent time, therefore, enterprises controlled and managed 
by the Town Soviets are in the main those providing for 
communal services, although the Soviets also control, 
in the larger towns, some enterprises of an ordinary 
industrial type which are auxiliary to one or other of the 
communal services. 

The system of administration of these communal ser- 
vices is fairly uniform in the larger towns. The Town 
Soviet, the local authority, consists of delegates elected 
by the workers at each important factory in the town, 
with other delegates elected on what may be called a 
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" ward ” basis. The Town Soviet is a large body — in 
Moscow, for example, it numbers several hundred mem- 
bers — and the current work is done by a presidium or 
executive elected by the Soviet. The members of the pre- 
sidium are salaried executive officers, each in charge of a 
particular section of the Soviet’s work, whether social or 
economic. On the economic side, for example in Moscow, 
the chief communal enterprises are Gas, Electricity, 
Water, Tramways, and Housing. One member of the pre- 
sidium is in full charge of each of these. He is the sole 
person responsible : there is no committee, other than the 
general presidium, to which he reports. Each economic 
enterprise is financially independent and self-supporting, 
and the surplus, after providing for depreciation and 
development, is brought into the funds of the Soviet 
which are used for general administrative purposes. 

Under the member of the presidium responsible for 
each department — the general manager — there are the 
managers of the various works or depots, who are ap- 
pointed by the general manager subject to approval by 
the presidium as a whole and the local trade union or- 
ganisation. Each works or depot is run as a separate ac- 
counting unit, involving a separate clerical staff. Work 
such as repairs and construction of new vehicles, which is 
done by one workshop, is charged out by the particular 
workshop on the basis of a schedule of costs, so that the 
separate accounting and costing is carried right through. 
As in all industrial undertakings, there are factory or 
depot committees which are the basic units of the trade 
union organisation ; their functions are primarily to safe- 
guard the interests of the workers, but they also have the 
usual economic functions of discussing the management 
and the organisation and technique of the undertaking 
and bringing forward suggestions for improvements. 
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In the case of municipal housing, the member of the 
presidium responsible for this department has control, 
and under him there are various technical inspectors, 
whose duty it is to see that the Rouses are properly main- 
tained. 

The system of leasing and management of municipal 
buildings (shops and offices as well as dwelling-houses) has 
gone through a number of stages, and is not uniform 
throughout the country. In the first period after the 
Revolution the Town Soviets assumed full control and 
financial responsibility, and the payment of rent, even in 
the form of a small levy to cover the cost of maintenance, 
was practically unknown. With the adoption of the New 
Economic Policy in 1921 efforts were made to put all 
municipal departments on an economic footing, and at 
the present time the Housing Departments are expected 
not only to maintain existing buildings out of the income 
from rent, but also to provide, in part at least, for the 
extension of housing accommodation. 

The policy of decentralisation applied to industry in 
general finds its application to municipal housing in a 
Decree of May 4th, 1930, issued by the Soviet Union 
Council of People’s Commissaries. From October 1st, ^ 
1930, the direct exploitation of housing by departments 
of the Town Soviets was to be terminated, and the system 
of leasing (already widely used) to become universal. Under 
this system the Housing Department of the Town Soviet 
is responsible for leasing all municipal property to com- 
panies, groups or individuals, and for seeing that the con- 
ditions of the lease are carried out. There are four main 
types of tenants of municipal property : 

(1) State and other public institutions, using build- 
ings mainly for offices, though also in many cases 
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assuming responsibility for blocks of flats or large houses 
for their employees. 

(2) Business concerns — State combines, municipal, 
co-operative, and privately run enterprises — using 
buildings mainly for offices and shops. 

(3) Housing Trusts — organisations set up by the 
Town Soviets at an earlier period, as a first attempt at 
decentralising administration of municipal property ; 
they are, in effect, sub-departments of the Housing 
Department, looking after particular areas or groups 
of buildings on a separale financial basis. 

(4) Housing Co-operatives — organisations of tenants 
who through these Co-operatives assume collective re- 
sponsibilitity for the leasing of large houses, blocks of 
flats, or groups of smaller houses. 

(5) Individuals — who as a general rule are allowed to 
lease only small houses for their own occupation with- 
out sub-tenants. 

In all cases the leases provide for payment of a definite 
rent and for repairs and maintenance to be carried out by 
the tenants. The Housing Trusts are regarded as a wrong 
form of organisation, as they involve a semi-bureaucratic 
administration of the houses controlled, without partici- 
pation by the tenants. New Housing Trusts arc therefore 
being formed only in exceptional cases, and attempts are 
being made to let all dwellings to Housing Co-operatives, 
through which all the tenants are jointly responsible on 
current questions of administration and repairs and main- 
tenance ; while they are collectively responsible for the 
rent to theJHousing Department of the Town Soviet and 
for other services — water, electricity, etc. — to the corre- 
sponding municipal departments. The purpose of the 
rent fund is, firstly, to cover the Housing Department’s 
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administrative expenses, and, secondly, to provide for new 
buildings. The construction of new dwelling-houses is car- 
ried out by the Housing Department, although it fre- 
quently makes agreements with co-operative groups to 
build houses for their own use. 

The Town Soviets are completely autonomous in cur- 
rent administrative matters, and are financially inde- 
pendent ; but there is a central authority which super- 
vises their activity and issues general directions in order to 
secure a certain degree of uniformity in important ques- 
tions. This central authority is the “ Board of Communal 
Economy ” under the Home Affairs Commissariat of the 
Soviet Union ; and there arc corresponding Boards under 
the Home Affairs Commissariats of the separate Republics 
forming the Soviet Union. It is through these Boards that 
the general development of communal services is directed 
and planned, though without interference with local 
autonomy so long as the general laws of the Soviet Union 
are observed by the local Soviets. 

Most of the communal services are purely local in their 
character, and do not directly affect industry in general ; 
they are therefore provided for only in the local industrial 
plan. But in so far as communal services arc consumers of fl 
industrial products — for example, of machinery and 
equipment, rails and wire for tramways- -their budget of 
requirements must enter into the general industrial plan. 
Each communal department has therefore to prepare a 
plan, not only for the guidance of the local undertakings, 
but also for incorporation in the economic .plan for the 
country as a whole. For similar reasons the output and 
development of municipal electrical undertakings sup- 
plying power to industry must be taken into account, and 
questions of local transport* especially for housing exten- 
sions, must be settled in conjunction with the Railways 
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Administration. In all of these matters the Provincial 
Economic Councils, the local Economic Departments, 
and the central Boards of Commupal Economy provide 
the channels through which the plans of the various Town 
Soviets are co-ordinated and brought into the general 
plan of industry as a whole. 


178 



CHAPTER XI 


CO-OPERATIVE PRODUCTION 

In all countries in which agriculture is the basic industry, 
petty production is widespread in the villages. Partly ow- 
ing to the undeveloped state of large-scale industry, and 
partly because of the heavy cost of transport and the 
organisation of distribution over vast agricultural areas, 
the old forms of production sfill survive in the Soviet 
Union — production by the peasants in the winter months, 
and in small workshops serving purely local needs. In 
addition to petty production in the villages there is also, 
side by side with large-scale industry, a considerable 
volume of petty production in small workshops in 
the industrial areas. The survival of handicraft 
and small-scale production in industrial areas is also 
in some measure due to the slow development of large- 
scale industry ; but it must be remembered that this 
is not a special characteristic of a backward industrial 
country. Small-scale production still exists in Britain in 
many industries making or finishing articles for general 
consumption, and in Germany in 1925, 22 per cent, of the 
total number of industrial workers were employed in 
workshops averaging not more than five workers each ; 
these were chiefly in the clothing, food, furniture and 
building industries. 

The number of persons regularly engaged in handicraft 
and small-scale industry in the Soviet Union was esti- 
mated at 4,700,000 in 1928. The number of workers in 
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large-scale industry (i.e. enterprises* employing over 30 
workers without machinery, or 16 workers with machin- 
ery) was 3,033,000 ; yet large-scalp industry produced 
approximately 85 per cent, of the total value of industrial 
output. The low annual output per head in petty as com- 
pared with large-scale industry is due primarily to its 
lower technique — as a rule, only simple tools are used, and 
there is very little power-driven machinery — but the fact 
that petty production is usual in seasonal industries also 
plays an important part ; in the Soviet Union it is esti- 
mated that the average “ season ” of small-scale industry 
is only twenty weeks in the year. 

The existence of this large volume of small-scale pro- 
duction in the Soviet Union presents many difficulties 
in the general organisation of production and distribution. 
It is true that small enterprises work as a rule for purely 
local markets ; but, on the other hand, they are consumers 
of raw materials and semi-manufactured products which 
have to be taken into account in the general plan. There 
is also the important point that small-scale production 
is almost always uneconomic : in so far as there is no 
competition from large-scale enterprises in that particular 
branch of production, the prices of goods made in small 
workshops remain high, and affect the general cost of 
living. The quantity of labour put into handicraft pro- 
duction is five or ten times the quantity required when 
ynachinery and modern methods arc used ; and the work- 
ing hours of persons engaged in handicraft production are 
long, and even when they are working for themselves their 
earnings are miserably low. In such conditions the 
development of large-scale industry in those branches 
of production where petty industry still survives must 
altogether destroy the basis of existence for the small 
workshops and handicraft production generally, creating 
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a form of unemployment which is characteristic of in- 
dustrial growth in every country. The Soviet Government 
had to take these factors into account in determining the 
form of organisation which should be encouraged in small- 
scale production ; and it had also to bear in mind that 
there was a limit to its own power of organisation ; as was 
shown in Chapter II, one of the essential features of the 
New Economic Policy in 1921 was the concentration of 
State organisation on the larger enterprises, because of the 
difficulty of organising and administering the great mass 
of small enterprises which had been nationalised during 
the civil war. 

There is another factor which is of special importance 
from an immediate practical standpoint : although the 
value of petty production is only 15 per cent, of the 
total value of industrial output, yet it supplies a consider- 
ably greater proportion of the industrial products required 
for consumption — in the case of certain products such as 
clothing and furniture over 60 per cent, of the total is 
produced by small concerns. To attempt to start large 
enterprises in these branches of industry, apart from the 
social results in increasing unemployment, would involve 
a considerable outlay of capital, while all available capital 
is more urgently required for the expansion of heavy in- 
dustry and the improvement of technique in existing 
large-scale enterprises in all industries. 

The form of organisation which the Government is 
encouraging is therefore co-operative production, which 
not only facilitates organisation and planning, but also 
enables the technical level of small-scale industry to be 
raised. The problem is not unlike the problem of remodel- 
ling peasant production in agriculture. In both cases the 
co-operative form of production maintains the existing 
number of persons engaged in production, while it 
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increases their output through the joint use of machinery, 
and at the same time it makes it possible to prepare and 
carry out a plan of work. Co-operative production in petty 
industry also has the advantage of finking up production 
with the market in the form of distributive or consumers’ 
Co-operative Societies. This not only facilitates sales and 
brings better prices to the producers, but it also widens 
the area of sale for particular products and enables 
specialisation to be developed — which in turn facilitates 
the use of machinery and modern methods of production 
generally. The ultimate result of this must be the trans- 
formation of petty industry into relatively large-scale 
industry ; but the process will be gradual, the cheapening 
of production will constantly widen the market, and there 
will not be the general economic conflict of large-scale 
town industry with village industry which results in wide- 
spread unemployment in the villages. Moreover, the 
development of co-operative productive enterprises, of a 
relatively high technical level, is also considered useful 
from the standpoint of the future distribution of industry. 
The general policy is to break down the sharp line of 
division between the towns, as immense aggregates of 
large-scale enterprises, and the villages as consumers of 
town products ; what is wanted is the growth of medium- 
sized enterprises serving the needs of relatively small 
districts or regions. This is obviously impossible in indus- 
tries such as coal, oil and metallurgy, the local distribu- 
tion of which is determined by the sources of supply ; but 
in the light industries, and particularly in industries pro- 
ducing articles of consumption in their final stages, a wide 
distribution is perfectly possible, and in the case of certain 
branches of production may be even as economic as highly 
centralised production. It is true that certain economies 
are effected by production in large-scale enterprises ; but, 
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on the other hand, the costs of transport and centralised 
organisation are compensating disadvantages in indus- 
tries such as clothing, furniture and food products. 

It is precisely in such industries that small-scale pro- 
duction still survives to an important extent. Approxi- 
mately half of the small-scale production in the Soviet 
Union is in the form of food products, while other import- 
ant groups are clothing, boots and shoes, woollen textiles, 
basket-making and woodworking, and in the villages there 
is also some metal-working. Of the total number of per- 
sons engaged in petty production, 1,200,000 are in towns, 
scattered among 350,000 enterprises (averaging less than 
four workers each), and 3,500,000 are in the villages. 
Eighty per cent, of the total are individual producers ; 
and even in the towns only 15.8 per cent, of the persons 
engaged in small-scale industry are hired workers. 

Organisation, of these petty producers in co-operative 
producing societies has already made considerable pro- 
gress — in 1930 it was estimated that 38 per cent, of the 
total value of small-scale industrial production came from 
co-operative groups ; in addition, 6.8 per cent, of the total 
came from State-owned enterprises — mainly controlled 
by local Soviets and working in connection with local 
services. The co-operative groups work in conjunction 
with the consumers* Co-operative Societies, which as a 
rule take the initiative in forming the producing societies, 
lending them the capital required for the purchase of 
machinery and raw materials, and taking over their pro- 
ducts for sale through the local Co-operative Stores. As 
the network of Co-operative Stores extends, squeezing 
out the individually owned retail shops, the individual 
handicraft or small-scale producers are being more and 
more compelled to look to the Co-operative Stores as the 
outlet for their products ; and as the Co-operative Stores 
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give preferential treatment to co-operative producing 
groups there is a constant economic pressure on the petty 
producers* to form co-operatives. Most of these new or- 
ganisations are small and inadequately equipped ; but 
they are at any rate elementary forms which will develop, 
and even at present their existence simplifies the distribu- 
tion of raw materials and semi-manufactured articles to 
be worked up by petty industry, while their products are 
drawn into the co-operative distributing machinery. 

Apart from these groups of co-operative producers, 
working as separate units and selling their products to 
the consumers’ Co-operative Societies, many important 
industrial enterprises are owned (or leased from the State) 
and run by the large consumers’ co-operatives or unions 
of co-operatives. In 1929-30, 9.6 per cent, of the total 
value of output of large-scale enterprises (employing over 
30 workers without machinery, or 16 with machinery) 
came from enterprises owned or run by Co-operative 
Societies. As in the co-operative organisations of other 
countries, such enterprises are owned either by a single 
society or by unions of societies ; their managers are ap- 
pointed by the Board of the society or union concerned, 
and their output is sold to the Co-operative Societies for 
sale to the ultimate consumers. These enterprises have 
been leased from the State or built up independently by 
the consumers’ societies in order to ensure supplies of 
certain products not obtainable, or not obtainable in 
sufficient quantities, from State-owned enterprises ; they 
are naturally confined to articles of consumption, and 
they do not compete with State enterprises, as they pro- 
duce for well-defined markets. In the whole scheme of 
organisation of industry such enterprises play an import- 
ant part ; they relieve the apparatus of State industry 
from having to organise and administer production in 
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branches of industry which can very well be managed 
locally, and the funds for their extension come from the 
co-operative organisations and do not have to be provided 
by the State. 

The most important enterprises owned by the Co- 
operative Societies are the immense central bakeries which 
they have established in large industrial towns. Approxi- 
mately 50 per cent, of the bread consumed in industrial 
centres comes from co-operative bakeries ; in Leningrad 
and Moscow the co-operative bakeries are to provide all 
requirements by 1933. Practically all of the co-operative 
enterprises are engaged in making food products of one 
kind or another — sausages, oils and fats, dried and tinned 
fruit and fish, confectionery, etc. The supply of all food 
products is still considerably below the demand, and the 
co-operatively owned enterprises are extending each year, 
largely in conjunction with the spread of co-operative 
restaurants in the factories. Although the capital is usually 
provided by the Co-operative Society, in some cases, as 
for example in the new central bakeries, the local Soviets 
provide a part of the initial capital required. 

In the chapter dealing with agriculture the various 
forms of agricultural co-operative organisation are de- 
scribed. Many of the agricultural co-operatives which were 
formed primarily for the collection and joint sale of agri- 
cultural produce also developed activities of an industrial 
nature, chiefly in the form of working up products for the 
market — butter-making, cotton-ginning, tobacco-curing, 
etc. The most important section was flour-milling : in 
1929 the Central Union of Grain Co-operatives controlled 
directly or indirectly 200 large and 1,500 small mills. 
The central unions of other specialised agricultural co- 
operatives similarly controlled large numbers of industrial 
establishments. But there was no special advantage in the 

185 



Russia’s productive system 

co-operative form of organisation for running such enter- 
prises, which had to be co-ordinated with other State- 
owned concerns ; and in the general reorganisation of 
industry which was carried out in 1930 the larger enter- 
prises working up agricultural products were handed over 
to the Combines (Grain, Milk, Meat,*etc.) working under 
the Commissariat for Trade. At present, therefore, apart 
from enterprises serving purely local needs, the agri- 
cultural co-operatives do not engage in industrial activi- 
ties, and confine their work to the collection of produce, 
which they sell to the Combines for working up and pass- 
ing on to the consumers’ societies, for sale to the ultimate 
consumers. 

In general, the co-operative form of organisation, so 
far as productive enterprise is concerned, has been en- 
couraged for production to meet purely local needs of 
articles of consumption, but has not been encouraged as 
an alternative to State management in industries and 
enterprises working for a widespread market. It is true 
that, from the standpoint of organisation and planning, 
every form of co-operative undertaking is an advance on 
scattered production in the hands of private individuals. 
But real co-operative production — with joint ownership 
of the means of production, joint working, and joint 
interest in the sale of the products — is limited to com- 
paratively small enterprises ; while the ownership and 
management by large consumers’ Co-operative Societies 
of enterprises working on the basis of hired labour only 
has advantages in so far as the enterprises are directly 
supplying the needs of the societies concerned. The owner- 
ship and management by separate Co-operative Societies 
of enterprises working for the general market would lead 
to the same kind of competition and confusion as existed 
between the various State Trusts in the first period of their 
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existence ; while ownership of such enterprises by Central 
Unions of Co-operative Societies has no advantage which 
State ownership could not offer, and there would always 
be a certain field for conflict between such enterprises and 
State enterprises. 

For these reasons enterprises working for the general 
market are organised in industrial Combines under the 
Supreme Economic Council or Commissariat for Trade ; 
the co-operative form of organisation is used mainly for 
the marketing of produce and for retail distribution ; on 
the productive side it is used, both in agriculture and in 
small-scale industry, as a means of building up larger 
units of production, and in branches of industry producing 
articles of consumption it is used to organise relatively 
large-scale production for local needs. 
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ORGANISATION OF 
AGRICULTURE 

Whatever the difficulties may have been in bringing 
organisation into the manufacturing industries, they were 
insignificant in comparison with the obstacles which the 
Soviet Government had to face in agriculture. At the 
time of the fall of the Tsardom in March 1917 there were 
some twenty-five million peasant farms in the area now 
included in the Soviet Union, with a small number of 
large agricultural estates. The peasants were not only 
hostile to any form of organisation : they were for the 
most part illiterate and incredibly ignorant of modern 
methods of agriculture. The agricultural estates of the 
large landowners were the only units in agriculture w r hich 
employed even the most elementary scientific methods 
and machinery. Even the richest among the peasants, the 
kulakSy whose farms were relatively large and who em- 
ployed numbers of hired workers, had no knowledge of 
the use of agricultural machinery. There were also the 
“ middle peasants,” with enough land to win from it a 
precarious living ; and finally there were the “ poor 
peasants,” whose plots of land were so small that they 
could not support a family without the aid of wages earned 
on the landlords’ estates or the kulak farms. Such was the 
confused mass whose production had to be organised so 
that it might enter into the scheme of planned produc- 
tion for the country as a whole. 

By the time of the November revolution in 1917 and 
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the formal nationalisation of the land which was immedi- 
ately carried out, considerable changes had already taken 
place in the distribution of land among the peasantry. 
Many of the larger estates had been seized by the peasantry 
in a series of agrarian revolts during the summer. The 
seizure of land by the peasantry and the landless poor in 
the villages continued after November 1917, and the 
Soviet Government realised that the general effect of this 
process would be to diminish agricultural output and 
postpone the raising of agriculture to a higher technical 
level. The Land Law, issued in March 1918, therefore 
aimed at regularising the distribution of land among the 
peasantry, and at the same time preserved the larger farms 
as State farms, while encouraging the use in common or 
joint cultivation of land by villages or groups of peasants 
within the villages. The growth of organisation in agri- 
cultural production has therefore taken two main forms — 
State farms and various forms of co-operative farming. 

These forms of organisation have had a very practical 
and immediate economic purpose in addition to the 
general purpose of creating the basis on which planned 
work could be built. The low technical level of agriculture 
on small peasant farms is known everywhere ; the peasant 
and his family must make up for their backward technique; 
by an eternal toil which barely keeps them from starva- 
tion year by year. With this low technique even an in- 
crease in the peasant’s holding brings little relief; the 
peasant tends to produce little more than he and his family 
need for consumption. The enlargement of holdings and 
the sweeping away of rent and taxation which followed 
the revolution, so far as the poor and the smaller “ middle” 
peasants were concerned, gave them relief as individuals ; 
but it did not lighten the economic problem of providing 
food for the increasing number of workers in industry and 
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their higher standard of living. On the contrary, even 
when agriculture reached the pre-war level of production, 
the quantity of grain available for the towns — the surplus 
marketed by the peasants — was considerably smaller than 
before the war, just because the poor and middle peasantry 
were now living at a higher level, while the total output 
of agriculture had not increased. The building of some 
form of organisation was therefore essential, as it would 
help to bring modern methods into agriculture and thus 
raise the total output, of which a larger proportion would 
be surplus to the peasants’ needs and would be available 
for purchase to meet the needs of the town population. 

Moreover, the forms of organisation which made possible 
the improved technique, and therefore a saleable surplus 
as the result of each individual’s greater output, at the 
same time make possible the accumulation of capital 
required for the utilisation of modern methods. Even the 
large kulak farms could hardly accumulate, from the 
sale of the surplus products drawn from hired labour, 
enough to purchase tractors and reapers and binders, and 
to instal modern cow-sheds and dairy equipment. Large- 
scale production and joint accumulation from many 
households could alone provide this capital. A surplus of 
agricultural products for the towns, and the use of the 
money drawn from this surplus as capital for the improve- 
ment of agricultural methods — these were the funda- 
mental economic principles of the Soviet Government’s 
agricultural policy, which found concrete expression in 
the State farms and co-operative farming. 

But the whole process of organisation could not develop 
until at least enough capital had been accumulated to 
make a start — and agriculture itself could not provide 
that capital. For many years, therefore, there were only 
the smallest beginnings of organisation in agriculture, and 
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it was only when the general level of industrial production 
had reached and passed the pre-war level — that is, after 
1927 — that any considerable results were obtained. 
Industry in general had to provide sufficient accumulation 
to give or grant on credit the agricultural machinery and 
equipment which would make large-scale farming pos- 
sible, and thus develop a surplus within agriculture itself 
on which further agricultural development would be 
possible. But the general forms of organisation for large- 
scale farming were adopted and introduced from the 
early days of the Revolution. 

The State farms at first consisted of the large estates of 
the former landowners, which were held by the Soviet 
Government to prevent the dissipation of their resources 
and to preserve the advantages of such large-scale agri- 
culture as already existed. These Soviet farms were ad- 
ministered through the Commissariat for Agriculture and 
its offices in the various provinces and districts. They 
were run primarily as model farms, and were centres from 
which the general propaganda in favour of large-scale 
farming was disseminated. At first they were very poorly 
equipped, and inexperienced management delayed their 
progress ; but here and there they developed successfully 
and achieved the combined purpose of increasing thd' 
level of output (as compared with that of the peasant 
farms), supplying a surplus to the towns, and converting 
that surplus into agricultural machines and equipment. 

In 1922, following on the general organisation of 
industrial concerns into Trusts and Syndicates, 1,134 
of the largest and most efficient State farms were put on an 
independent financial basis and combined to form the 
State Agricultural Trust. The smaller State farms were 
not included in the Trust, and were left to the direct 
supervision of the provincial agricultural departments 
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(offices of the Commissariat for Agriculture in each 
province). The lack of capital and the fact that the average 
size of even the larger farms was too small for really 
large-scale methods prevented development ; moreover, 
the original State farms were estates in thickly populated 
areas and were ringed round by peasant farms, and it was 
not the Soviet Government’s policy to convert peasant 
farms into State farms. From the very first the idea of 
forcibly converting peasant agriculture into State agri- 
culture had been repudiated as impossible from the 
economic as well as from the political standpoint. 

The development of State farming since 1928 has 
therefore had to take the form of setting up new Soviet 
farms in unworked areas, in the main in virgin soil and in 
areas subject to drought, and therefore with no settled 
population. By 1930, 125 of these new Soviet farms had 
been created ; the total sown area of the Soviet farms was 
8,856,000 acres, and their output of marketable grain 
(beyond their own needs) was estimated at three million 
tons. On the new estates alone 10,000 tractors were 
employed, and 1,550 combines. 

The new estates (mainly arable farms) were organ- 
ised and financed by the Grain Trust as a part of its 
general work of developing grain production. Each of 
these vast estates is under a single manager, and is 
divided into sections under sub-managers to make ad- 
ministration easier. At the same time, the sections all 
make use of the common services — tractors and other 
machinery, fertilisers, scientific survey and expert advice 
— which are centralised under the manager’s control. 
Each estate works on an entirely independent financial 
basis, selling its surplus produce to the Grain Combine at 
the normal fixed prices. 

The most ambitious attempt in the organisation of 
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State farming is the “ Gigant ” farm in the Northern 
Caucasus. Half a million acres of steppe land, previously 
uncultivated and used only here and there for grazing, 
were set aside for working as a “ grain factory.” The 
decision was taken in May 1928 ; in July an organisation 
committee began to function and a manager was ap- 
pointed. Tractors were provided ^as a part of the working 
capital, and work was started immediately. Next year the 
Frankfurter Zeitung correspondent reported : 

“ I saw this grain factory in the early summer, when 
the ears of grain were already nodding in the fields. For 
hours we drove in an automobile through an immense 
area of waving green which reached as far as I could see. 
There were no houses and no trees to break the im- 
mense area of grain which covered alike the hills and 
valleys all around. In the centre of the great farm were a 
few modest administrative buildings and tremendous 
workmanlike sheds for the tractors and other agri- 
cultural machinery.” 

In the first year (1929) this farm produced 50,000 tons 
of wheat from approximately one-third of the total area 
which will eventually be worked. 

State “ grain factories ” are of immense importance in 
the general organisation of agricultural production. The 
use made of them to inspire the peasants to join Collectives 
as a step to large-scale farming can be illustrated by the 
fact that in 1929 the Gigant farm was visited by 50,000 
peasants. The farms are showing the practical possibility 
and advantage of large-scale production organised in 
units which can easily be controlled and directed by a 
central body. At the same time, the Soviet farms have 
been formed either from the estates of the former large 
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landowners or from hitherto uncultivated land. The 
immense number and variety of the peasant farms — some 
twenty-five million — were not affected by this form of 
organisation. 

The agricultural co-operatives which have grown up 
among the peasant farms are of every conceivable type. 
In the earlier period they were mainly joint sales organisa- 
tions for particular products : the peasants in a village 
would form a co-operative organisation for the sale of 
their butter, flax or other produce. But even in the early 
period some Co-operative Societies were formed in order 
to secure and maintain agricultural machinery which was 
to be used in common. In a few cases groups settling on 
the land founded Communes, in which all property was 
held in common, and the work and produce were equally 
divided among the members. But on the whole both these 
Communes and the Soviet farms lay outside the normal 
agricultural system, which was still carried on by separate 
peasant households ; and although the formation by the 
peasants of co-operatives for the sale of products was a 
step forward in economic organisation, the system of 
production on small individual farms was a serious 
hindrance to Russia’s economic life. It was therefore 
essential to develop joint productive organisations. 

These organisations are all known as “ Collectives,” 
but there arc three types — the Commune, the Artel, 
and the simple Collective. The most developed form, the 
Commune, in which all the means of production and 
property generally (i.e. including live stock, houses, etc.) 
are held in common, exists principally in cases where new 
land has been opened up by groups of settlers from in- 
dustrial areas. In the existing peasant villages joint 
productive organisation has grown up without any 
general pooling of property, the Collective being based 
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on the joint working of arable land or other limited 
co-operative work. The Artel is the third form of pro- 
ductive organisation, intermediate between the Collective 
and the Commune ; its scope is wider than that of the 
ordinary Collective, in that it covers a general pooling of 
certain means of production ; but it differs from a Com- 
mune in that it is built up on a share basis, the individuals 
or households concerned drawing from the aggregate 
production in proportion to the area of the land sur- 
rendered or the labour performed. 

Whatever the form of the joint productive organisation, 
the management is in the hands of a committee elected 
by the individuals or households concerned. It is the 
practice also to elect an Auditing Commission, to audit 
the accounts and returns and ensure the proper distribu- 
tion of the products in accordance with the agreement on 
the basis of which the joint organisation was formed. In 
the larger forms of Collective the members of the manage- 
ment committee are freed from productive work, in order 
to enable them to give full attention to the work of 
organisation. 

Where the Collective establishes a new factory (bacon- 
curing, butter-making, etc.) the committee usually 
appoints a qualified manager from outside the village'; 
and the larger Collectives also employ agricultural 
experts on a salaried basis. 

In general, joint productive organisation is more wide- 
spread in grain growing areas than in other agricultural 
areas. In grain areas the advantages of collective working, 
with the use of tractors involving the breaking down of 
barriers and large-scale cultivation, are obvious. More- 
over, it is possible to form a Collective for the joint working 
of land and distribution of the product without any great 
capital outlay ; in many cases “ tractor sections ” can be 
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hired to do the necessary work in return for a fixed per- 
centage of the harvest, and in other cases credits for 
the purchase of tractors are available, through the State 
or Co-operative credit institutions. When such Collectives 
are first formed, fields used for market gardening or other 
special purpose are generally not included in the agree- 
ment^ and the individual peasants or households still 
retain all or some of their livestock. 

Where dairy-farming is the chief form of agriculture the 
difficulties of organisation are much greater. In order to 
get real advantages from collective working a very con- 
siderable outlay on buildings and equipment is required, 
and the permanent employment of experts is necessary 
from the start. The tendency in dairy-farming is therefore 
towards the formation of co-operatives for the sale of 
products rather than for actual production. At the same 
time, a successful Sales Co-operative often develops into 
a producing organisation, setting up its own factory for 
the working up of products, and eventually building 
central cow-sheds and transforming a whole village into 
a producing Collective. 

In the same way a Collective originally formed only for 
the joint working of grain land frequently begins other 
activities as well and is eventually developed into an 
all-embracing productive unit for a whole village, first 
by collectivising the working stock in connection with 
joint cultivation of grain, and then drawing into the 
Collective organisation the dairy stock, market gardens, 
and other forms of production which the peasants were 
at first unwilling to collectivise. 

The general principles for the formation of agricultural 
collectives of the intermediate form (Artels) have been 
issued by the Commissariat for Agriculture in the form of 
model statutes (see Appendix IV). These are of special 
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importance as the basis on which more than half of 
agriculture is already organised. Membership of the Col- 
lective is, of course, voluntary ; it is open to anyone over 
sixteen years of age whose application is approved by the 
general meeting or management committee. There is an 
entrance fee in money, assessed on the value of the 
individual’s property or on wages in the case of wage- 
earners. The general meeting, which is the ultimate 
authority, takes the form either of a mass meeting or, 
where the Collective is of considerable size and embraces 
a number of villages, of a delegate meeting ; it elects the 
management committee for the ensuing year. It also 
elects an Auditing Commission which, in addition to 
auditing the accounts, is responsible for seeing that the 
management committee works in accordance with the 
statutes. 

The paragraphs dealing with the land run as follows : 

“ All boundary strips dividing the land holdings of 
members of the artel shall be abolished and all plots of 
land thrown into one large area of land to be used col- 
lectively by the artel. While all land holdings are fully 
collectivised, the land immediately surrounding the 
houses (vegetable gardens, orchards, etc.) remains for 
individual use, although if necessary the size of the 
gardens can be altered, by a decision of the management 
committee confirmed by the general meeting. The area 
of land belonging to the artel must not in any circum- 
stances be reduced. The allotment of land, to members 
leaving the artel, from the land belonging to the artel, 
is prohibited ; members leaving the artel can receive 
land only from the land reserves of the State.” 

It should be noted that* the last sentence is directed only 
against individuals who wish to leave the artel while the 
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others wish to carry on ; the artel can be dissolved and the 
land returned to its former holders if the general meeting 
so decides. There have been cases of artels being dissolved 
by their members, as a rule owing to bad organisation or 
an indequate supply of tractors — that is, owing to the 
failure of the artel to produce the material advantages 
which the members had been led to expect from this form 
of organisation. 

In addition to the collectivisation of the land, the chief 
means of production in the possession of members are 
handed over to the artel — agricultural equipment, 
draught animals, livestock producing marketable com- 
modities, farm buildings, and equipment (such as separa- 
tors) for working up products ; seed stocks, and fodder 
required for the collectivised animals. “ The dwelling- 
houses of members of the artel arc not collectivised 9 9 — 
and there are other provisions for leaving the members 
what they individually require — smaller tools and imple- 
ments required for the gardens and orchards, poultry, one 
cow for each household, etc. ; and the management com- 
mittee is given authority to set aside from the collectiv- 
ised draught animals a certain number of horses for 
individual use by the members. Where pigs and sheep are 
collectivised, the management committee may leave a 
certain number of these for individual use. 

Together with the collectivisation of the land and the 
chief means of production, labour is also collectivised. All 
members have to take part in the work required, accord- 
ing to rules drawn up by the management committee, 
which lays down standards of work and wages for various 
categories, both at time and piece rates. The sums earned 
are credited to the members, and may be drawn by them 
(usually in kind) up to 50 per cent, of the amount stand- 
ing to their credit ; a final settlement is made in September, 
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after the realisation of the harvest. Experts — agro- 
nomists, engineers, etc. — may be employed for wages ; 
and additional labour required for sowing or for the har- 
vest, or for building work, may also be paid wages imme- 
diately. Permanently or temporarily disabled members of 
the artel are maintained by the artel, in accordance with 
rules drafted by the management committee and ap- 
proved by the general meeting. 

At the end of the harvest year (September 30th) the in- 
come of the artel is recorded, and against it are set the 
current expenses, including wages, and allowances to in- 
capacitated members. From the net surplus thus arrived 
at, a certain percentage (fixed by the general meeting) is 
set aside for the “ indivisible fund ” of the artel — the fund 
on which individual members have no claim. This fund 
is the capital reserve, for the purchase of tractors and 
other machines, for new buildings, etc. The balance is 
shared out, usually in proportion to work done. 

The final paragraph links up the artel with the general 
collective movement : 


“ The artel is a member of the Union of Collective 
Farms of . . . and works under its supervision. On the 
basis of its production plan, the artel enters into a con- 
tract with the Union of Collective Farms by which it 
undertakes the organisation of agricultural production 
and the systematic delivery of marketable products to 
the State and Co-operative organisations ; while the 
Union of Collective Farms undertakes, with other State 
and Co-operative organisations, to supply the artel with 
means of production and articles of consumption and 
to arrange credit and organise agronomic aid for the 
artel.” 
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As already indicated, the co-operative organisations are 
chiefly concerned in the building up of joint sales (and 
purchase) societies among groups pf peasant producers, 
who retain their individual farms and work in isolation 
from each other. These village co-operatives are linked up 
either with the general agricultural Co-operative Societies 
or with specialised societies. The general agricultural co- 
operatives are linked together in the central “ Selsko- 
soyus ” — the Central Union of Agricultural Co-operatives 
for the whole Soviet Union. There are also specialised 
Central Unions for village co-operatives selling flax, 
butter, and grain. In all cases the societies arc distinct in 
finance and administration ; there are “ Unions of 
Societies,” but there is no form of central management 
or control of the local societies, although naturally the cen- 
tral societies are constantly endeavouring to extend the 
network of local co-operatives, and are providing credits 
and other forms of assistance to help and encourage the 
formation of local societies. 

One of the chief means of encouraging the formation of 
local producing Collectives (as distinguished from joint 
selling co-operatives) has been the organisation of “ trac- 
tor columns ” or tractor stations and the supply of other 
mechanical equipment. The employment of tractors neces- 
sarily involves the breaking down of barriers and cultiva- 
tion in common of relatively large areas, and the advant- 
ages are so obvious that the visit of a tractor column or the 
establishment of a tractor base is almost inevitably fol- 
lowed by the formation of Collectives in the surrounding 
area. 

The tractors and other means of production used by the 
tractor stations are as a rule provided for by existing 
Soviet farms, by Unions of Collectives, or by initial pay- 
ments from the peasant farms or agricultural co-operatives 

200 



ORGANISATION OF AGRICULTURE 

on a share basis ; and a certain percentage of each 
year’s harvest is automatically set aside to provide a fund 
for the renewal of tractors and purchase of other agricul- 
tural machinery. The first of the machine and tractor 
stations was set up in 1928, near Odessa. This station 
made agreements with the surrounding farms to carry out 
all their productive processes, including thrashing and 
transport, and soon passed to the stage of beginning to or- 
ganise the farms into a Collective. Every agreement with 
a tractor station to carry out productive processes also 
provides for the formation of a Collective ; most of the 
agreements are for a term of years, covering sowing and 
all other operations and services, in particular the provi- 
sion of selected seed, consultation with agricultural ex- 
perts as to the best crops to grow in those districts, and the 
provision by the Collective of the labour required. The 
station takes a percentage of the crop in return lor its 
work, the balance being used by the peasants or put on 
the market through the co-operative organisations. 
Further points in the agreement with the tractor station 
are that boundary-strips and all other landmarks shall 
be obliterated, to facilitate the working of the tractors ; 
and that the individual peasant households shall get a per- 
centage of the crop, based on the area of land put into tfie 
Collective. Provision is made for the rotation of crops where 
that has not been practised ; and the peasants are taught 
how to use the tractors and other modern agricultural 
machinery. The following is an example of the agree- 
ments made between the Shevchenko Machine and Trac- 
tor Station (which was set up by the Ukraine Union of 
Soviet Farms) and the surrounding villages : 

“ We the undersigned representatives of 238 citizens of 
the village of Balaichuk, Odessa district, acting on the 
authority given us by the attached powers of attorney, and 
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hereinafter described as c the peasants/ on the one part — 
and the Vice-Chairman of the Ukraine Union of Soviet 
Farms, hereinafter referred to as ithc U.U.S.F.’ on the 
other part — with the aim of re-organising the small indivi- 
dual peasant farms into a single large collective farm 
worked with the best possible technical equipment, have 
concluded the following agreement : 

<c (i) The peasants undertake to combine the whole 
of their fields, of an area of approximately 7,000 acres, 
into a single territorial unit suitable for collective work- 
ing by tractors ; all boundary marks distinguishing the 
separate land holdings of the individual peasants are to 
be obliterated. * 

“ (2) The rotation of crops is to be agreed between 
representatives of the peasants and of the U.U.S.F. 

“ (3) The U.U.S.F. undertakes to organise and put 
at the service of the peasants a tractor section with all 
auxiliary equipment required, to carry out the work 
connected with the rotation of crops agreed upon, 
namely, ploughing, preparing the soil, harrowing, 
sowing, reaping, transport of sheaves to the thrashing 
machine and thrashing. The whole of this work is to be 
carried out by the peasants under the direction of an 
agronomist and an engineer appointed by the U.U.S.F. 
whose instructions must be exactly and faithfully fol- 
lowed by the peasants. 

“ (4) The whole of the necessary work, without ex- 
ception, and including work on the tractors, must be 
carried out at the proper times by the peasants them- 
selves, who arc not entitled to hire outside labour. The 
work must be carried out punctually and with due dili- 
gence as required by the agronomist and engineer ; the 
U.U.S.F. undertakes to train the peasants for all 
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tractor work and to keep the implements and machines 
in good condition. 

“ Note . — The method of organising labour is to be 
fixed by a separate mutual agreement. 

“ (5) The U.U.S.F. undertakes to defray all costs 
connected with the organisation of production, amor- 
tisation and maintenance of agricultural equipment, 
the supply of fuel and lubficating oil for the tractors, 
and also the salaries of the technical supervisors. 

“ (6) Pure sorted seed supplied by the U.U.S.F. from 
its seed farms is to be used for sowing. 

“ (7) In the event of failure by the peasants to pro- 
duce the labour required or of their work being unsatis- 
factory, the U.U.S.F. has the righi to sue the peasants 
for losses sustained and to terminate the agreement. 

cc (8) Land under fodder crops in accordance with the 
rotation of crops agreed upon is worked collectively only 
to the extent of being ploughed by tractor and sown with 
pure sorted seeds. After being sown, such land is divided 
among the peasant households, and all further work of 
looking after the crop and collecting it is carried out by 
each household for the lot assigned to it. 

“ (9) In payment for all expenditure covered by par- 
agraph 5, the U.U.S.F. receives a fourth part of the 
winter wheat and a third part of all other winter and 
spring crops (excluding hay) , after thrashing. The cost 
of seed is divided in proportion to the part of the harvest 
received by each party to the agreement. 

“ (10) For ploughing and sowing land for fodder 
crops, carried out by means of tractors in accordance 
with paragraph 8, the U.U.S.F. receives a money 
payment on the basis of a separate agreement with the 
peasants, and has no share in the harvest. 

“ (1 1) The part of the grain harvest which belongs to 
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the peasants, and also the whole of the straw, is divided 
among the peasant households in proportion to the 
land shares belonging to each (i.$. the acreage put into 
the pool by each household on the formation of the 
Collective) . 

" (12) The present agreement is concluded for five 
agricultural years — i.c. until October 1st, 1933. 

“ (13) One year prior to the expiration of the agree- 
ment, i.e. not later than October 1st, 1932, the parties 
must decide the question of further extending the 
agreement. If no agreement has been reached by that 
date, the U.U.S.F. is not required to plough fallow land 
or sow winter crops in 1933. 

“ (14) Each peasant household has the right to 
withdraw from the agreement at any time during its 
currency ; but in such cases the household must give 
the U.U.S.F. a year’s notice of its proposed withdrawal, 
and the U.U.S.F. is not bound to plough fallow and 
sow winter crops for households which are proposing 
to withdraw, in the year of their actual withdrawal. 

“ (15) The land shares of any household withdrawing 
from the agreement in accordance with paragraph 14 
are returned when the rotation of crops is terminated 
in each field. The shares in fallow land are given in the 
spring, andinotherfields after the in-gathering of harvest. 

“ (16) If 50 percent, of the total number of households 
withdraw from the agreement before its expiration, the 
U.U.S.F. has the right to terminate the agreement after 
giving one year’s notice to the peasants ; in the final 
year fallow land is not ploughed and winter crops are 
not sown by the U.U.S.F. 

“ (17) The village as a whole, as well as individual 
households, has the right to withdraw from the agree- 
ment before its expiry, subject to a year’s notice. 
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“ (18) In the event of the agreement being terminated 
all buildings erected by the U.U.S.F., as well as all 
equipment bought by it, remain its property, and it 
has the right to remove them or lease or sell them. 

“ (19) If during the currency of this agreement or on 
its expiration the peasants desire to take over, for 
collective use, the tractor section with all requisite 
implements, with a view to carrying on their farms on a 
collective basis, the U.U.S.F. undertakes to hand over 
what is required to whatever form of collective organis- 
ation is set up, on conditions and at prices mutually 
agreed. 

“ (20) The U.U.S.F. undertakes to give organisa- 
tional and technical aid to the peasants with a view to 
establishing new collective agricultural undertakings 
(group gardening, group vineyards, dairy farms, 
collective market-gardening, etc.), on the basis of a 
special agreement in each case.” 

The reports of the Shevchenko Machine and Tractor 
Station give interesting details of the methods of organisa- 
tion and the results obtained. On the conclusion of an 
agreement with the peasants in each village the important 
points which have to be settled are : ( 1 ) the exact degree 
of collectivisation ; (2) the rotation of crops on the col- 
lectivised area ; (3) ' the organisation of labour ; (4) the 
distribution of the product ; (5) the management of the 
Collective, and its participation in the management of the 
central Station ; (6) the extension of collective working. 
Points connected with the initial degree of collectivisation 
have already been discussed, and the rotation of crops is a 
purely technical question ; but the organisation of labour 
requires some explanation. In the first place, it is a funda- 
mental principle of organisation that the labour is to be 
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provided by the peasants themselves ; the central Station 
provides only two technical directors — an agricultural 
expert, to give guidance in the use qf particular crops and 
methods, etc., and an engineer, to supervise the handling 
and repair of tractors and other mechanical equipment. 
The general work in the fields is planned out by the 
agricultural expert, in consultation with the management 
committee of the Collective ; the quantity and kinds of 
labour required are listed, and the scale of wages for each 
job is agreed upon. The purpose of the wages scale is to 
find a common factor for the various forms of labour 
required, which vary greatly in skill and intensity. On 
the basis of existing custom, each form of labour is given 
a money equivalent per hour or job, and the total volume 
of labour required is then arrived at, expressed in money. 
The next question is the distribution of this labour among 
the members of the Collective. The method recommended 
by the Shevchenko Station, and adopted by the village 
Collectives for which it works, is to distribute the labour 
in the same proportion as the products of the labour will 
be distributed. The distribution of the products is on the 
basis of the “land shares ” contributed by each house- 
hold ; i.e. the acreage formerly worked separately and 
now put into the pool by each peasant household. In a 
village Collective working, say, a thousand acres col- 
lectively, twenty households may have contributed 20 
acres each, and another sixty households 10 acres each. 
In the distribution of labour, each of the twenty house- 
holds has to provide labour equivalent to 2 per cent, of 
the total wages bill, and each of the sixty households has 
to provide 1 per cent. A rota is then prepared by the 
management committee on the basis of which each house- 
hold actually works from day to day ; in the preparation 
of the rota the management committee takes into account 
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the age, sex and skill of the available members of each 
household. Adjustments may be made from time to time 
on the basis of additional work found to be necessary, or 
illness or absence of particular individuals ; but the 
general proportions are maintained. In the event of any 
household without any adequate reason failing to carry 
out the work assigned to it, this is reported to the general 
meeting and may result in a “ fine,” which actually takes 
the form of a reduction in the share of products or money 
allotted to that household at the end of the harvest. 

In the case of the labour required for the tractors, it is 
obviously impossible to divide this among unskilled 
peasants. The Station therefore asks each village to 
nominate three young peasants for each tractor that will 
be employed in the village Collective, and gives them a 
special course of training. When they are qualified, they 
return to the village and actually drive the tractors during 
the season, under the general supervision of the engineer 
provided by the Station. This labour is priced in the same 
way as other labour, and credited to the household from 
which the tractor driver is drawn ; but as the total value 
of each driver’s labour is often greater than the value of 
labour to be provided by the household under the general 
plan, the balance is actually paid in wages, and the 
amount paid in money is levied on the peasants in general, 
in the same proportion as other distributions, i.e. on the 
basis of their “ land shares.” 

The usual distribution of the products of labour on the 
collectivised land has already been indicated. After 
deducting the percentage of grain due to the Station for its 
share in the work, the balance of the grain and all the 
straw are divided among the peasant households in 
proportion to their individual contribution to the land 
pool. This principle was adopted because it was roughly 
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in conformity with the previous distribution of grain, and 
was desired by most of the peasants ; it stabilises the 
relative economic position of the various households ; but 
in this connection it must be noted that, on the one hand, 
the kulaks , or rich peasants, are absolutely excluded from 
the Collectives ; and, on the other hand, the poor peas- 
ants, whose main difficulty was the lack of working horses 
and other means of production, are in a considerably 
better position on a Collective. Distribution on the basis 
of land shares, however, is only applied in the elementary 
Collectives ; in the Artels it is usually based on work 
done. 

The question of the management of the Collective 
itself does not raise any serious difficulties. When it is 
formed, there are already a certain number of peasants 
who know the general working of a Collective (from visits 
to other Collectives or Soviet farms) and are able to take 
the lead in organisation. The general meeting which 
decides to form the Collective naturally elects these or 
other experienced members to the management com- 
mittee, and the Station sends an organiser to help in the 
initial work, planning out the distribution of labour, etc. 
In the current work of controlling the labour actually 
done the committee has strong support from the general 
mass of peasants against any delinquents, and there is 
always the general meeting to fall back upon if any serious 
difficulties arise. In fact, general meetings are frequently 
held, for the purpose of reporting the conclusion of each 
stage of work, discussing adjustments in the labour rota, 
and hearing reports from other Collectives or from the 
Station. Thus the management committee is in constant 
touch with the members, and every peasant in the Col- 
lective is in touch with all developments. A feeling of joint 
responsibility rapidly takes the place of the traditional 
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individualistic outlook of the peasants, and their actual 
technical knowledge is widened so that they appre- 
ciate the advantages of large-scale farming even before 
the first harvest after collectivisation shows an increase 
of some 50 per cent, over the previous individual 
harvests. 

The question of the participation by the peasants in the 
management of the Machine and Tractor Station itself has 
not been fully worked out. A Soviet of delegates from the 
villages served by the Station meets regularly at the 
Station to hear reports and discuss matters of general 
interest — such as the establishment of a central butter 
factory — but at present the manager of the Station holds 
office from the Union of Soviet Farms and not from any 
Soviet or executive committee of the Collective farms. 
It is felt that the management of the Station cannot at 
present be left to the control of the peasants, .'imply 
because of their inexperience and the fact that only weak 
connections exist between the various village Collectives 
served by the Station. Moreover, the questions of what 
radius the Station is to serve, how additional tractors are 
to be obtained if new villages are brought in, and what 
relations are to exist with other Stations and organisa- 
tions, are questions which at the present stage at least can 
only be settled by a central authority, responsible for 
planning the general work of machine and tractor stations 
throughout the country. For this reason the delegates from 
the various Collectives are brought to the Station only 
in a consultative capacity ; but many of them are being 
trained in the work of various departments, and it is the 
intention eventually to hand over to them the whole 
work of the Station. 

An important question to be settled before that position 
is reached is the merging of the various village Collectives. 
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The working of each village as a single Collective instead 
of as a number of separate farms is an immense step for- 
ward ; but within the total area /about 120,000 acres) 
served by the Station the land of the separate Collectives 
varies from 12,000 acres to 1,000. Merging is at present 
impossible, owing to the lack of common feeling and the 
difficulties which would arise in the organisation of labour 
supply and management ; but clearly the smaller Col- 
lectives cannot be run to the best advantage. From the 
technical standpoint, the whole area served by the Sta- 
tion could best be run as a single unit, on the lines of the 
great Soviet farms. But it will be a long time before 
that is possible, and in the meantime all that can be 
done is to persuade some of the smaller Collectives to 
join up with each other or with larger ones in adjoining 
areas. 

In other ways, however, the separate villages are being 
drawn together by the work of the consultative Soviet 
referred to above, and by the setting up of joint factories 
for working up products. Within each Collective, too, the 
members are being drawn closer together, in many cases 
entirely on their own initiative, for purposes not included 
in the original statutes— joint market gardening, dairy 
farming, etc. The process of breaking down barriers, 
which began with the obliteration of boundary marks 
between the individual fields, is rapidly going ahead, and 
the immediate economic results obtained are a guarantee 
that the process will continue. 

The central organisation of the Collective farms (as 
distinct from sales co-operatives) throughout the Soviet 
Union is the All-Union Council of Collective Farms. 
There are also “ Centres ” in the separate Republics ; in 
the R.S.F.S.R. and the Ukraine there is a network of 
regional and district unions of Collective farms. The work 
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of the Centres for Collective farms in each Republic, is 
somewhat similar to that of the Chief Committees in the 
early days of the Supreme Economic Council — the pre- 
liminary organisation of industry. In the case of the 
Centres for Collective farms the problem to be solved is 
the unification of the immense mass and variety of indivi- 
dual peasant farms. In the first place, individual peasant 
farms have to be transformed into Collectives, if only in 
the common working of arable land ; and secondly, the 
Collective farms have to be guided through their initial 
stages, and to be linked up with each other in district and 
provincial associations. The main work of the Centres is 
to control the actual formation of Collectives, to see that 
they are properly organised and that the lines of organisa- 
tion really ensure the general aims of Collective farming. 
This involves the maintenance of a body of organisers and 
agricultural experts, who examine the position oi each 
Collective farm and advise the management committees 
of the Collectives. There is, of course, no interference in 
the administration or work of the Collective farms by the 
Centres, whose function is to educate and encourage the 
peasants in Collective methods. The Collective farms are 
completely independent, and their district and regional 
associations are purely consultative bodies. 

Every effort is made to draw the Collective farms into 
the co-operative network for the sale of their products. 
In a very large number of cases the Collective farms have 
developed from “ agricultural co-operatives ” of a more 
limited scope — for the co-operative purchase of seed or 
disposal of produce ; and in such cases the link with the 
co-operative organisation is already established. But this 
also does not mean any administrative interference — the 
co-operatives buy and sell for the Collective farms, but 
the latter maintain their own identity and their financial 
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and administrative independence. In the case of Col- 
lectives served by machine and tractor stations there is 
always a clause in the agreement by which the Collective 
is bound to sell its marketable surplus through the Co- 
operatives. 

It is clear, however, that the Centres for Collective 
farms actually exercise considerable influence over the 
individual Collective farms, by means of suggesting forms 
of organisation, methods of working, the most advan- 
tageous crops, and so on. The Centres, therefore, are not 
merely institutions for propagating the idea of Collective 
farming, but are playing a considerable part in the or- 
ganisation of agriculture as a whole. They are, in fact, 
the first step towards the general organisation on a planned 
and rationalised basis of agricultural production, and 
their functions may well develop, with the general col- 
lectivisation of peasant farming, until they become the 
central administrative apparatus of Collective farms, just 
as the Soviet Farm Trusts and Combines control the 
various State-owned farms. 

The regional and district associations of Collective farms 
are purely consultative bodies ; but in certain cases there 
have developed specially-formed associations of Collective 
farms which carry the productive organisation a stage 
further. These Associations are formed jointly by a number 
of Collective farms in order to make it possible to develop 
certain activities which the separate Collectives were un- 
able to undertake. The most general object of these as- 
sociations is the establishment of a “ tractor base , 55 to 
serve the needs of the various collectives forming the as- 
sociation. But there are examples of many other kinds of 
joint activity — the establishment of bacon, butter and 
cheese factories, of seed-testing stations, stud farms, etc. 
These associations pave the way to the unification of the 
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smaller collectives in larger units, in order that the best 
economic results may be obtained from the use of modern 
agricultural methods. The development of factories is also 
of considerable importance in providing an outlet for the 
labour set free by modern methods of agriculture, and in 
this way raising the total volume of production in the 
villages. 

Most of the associations already formed are limited to 
one or two specific purposes ; but there is a tendency to 
widen the objects, and in fact to make the associations 
carry out all the productive activities of the Collective 
farms by which they are formed, apart from the actual 
cultivation of the ground. Their work on the productive 
side is somewhat analogous to the work of the Co- 
operative organisations on the distributive side. Many of 
the agricultural co-operatives, beginning with the sale of 
products for a village or group of peasant farms, have also 
developed factories for working up the products ; the 
difference between such agricultural co-operatives and 
the Associations of Collective Farms is that the latter are 
based on a higher form of agriculture — collective instead 
of individual — and they arc therefore developing more 
rapidly. 

By 1930 40 per cent, of the total number of peasant 
farms had entered into some form of collective organisa- 
tion, and the movement into the Collectives is gathering 
pace. Moreover, the simpler forms of Collective — for joint 
tillage or other limited object — are being constantly con- 
verted into the higher form of artels, which involve the 
collectivisation not only of land and labour, but also of 
agricultural equipment, working cattle and buildings 
used for agricultural purpose — in the artel only houses 
and gardens and some livestock remain privately owned. 

As in the early stages the lack of capital held up the 
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growth of collectivisation, so now the development is al- 
most entirely conditioned by the extent to which agri- 
cultural machinery can be supplied. Large numbers of 
tractors and other machines have fceen imported ; exist- 
ing agricultural machinery factories in the Soviet Union 
have been extended, and enormous new factories are be- 
ing constructed. All of this is organised by the Agricultural 
Machinery Combine, which is an industrial unit under 
the Supreme Economic Council. But the actual work of 
bringing these tractors and machines to the knowledge 
of the villages is now organised by a special joint body of 
the Commjssariat for Agriculture and the Co-operative 
organisations — “ Tractorocentre ” — whose work is to 
organise, in ihe most important areas, special depots 
equipped with tractors and other agricultural machines, 
according to the nature of the farming in each area. 
Tractorocentre had established over 200 of these depots 
by the summer of 1930 ; and other depots and “ tractor 
columns ” are being organised by the Co-operative Socie- 
ties. The tractor column, consisting only of tractors, in- 
troduces only collective tillage, the most rudimentary 
form of joint organisation ; but the tractor and machine 
stations are designed to carry out much wider measures 
of collective working. 

But the rush of the peasantry towards collective work- 
ing has been so great that the supply of tractors and the 
larger agricultural machines has not been able to keep 
up with it. It has therefore been necessary to organise 
“ machine and horse ” depots — an elementary form of 
the “ machine and tractor ” stations — in the areas not 
touched by the tractors ; in 1930 there were about seven 
thousand of these machine and horse stations. These 
are being organised and run by the Co-operative 
Societies. 
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Mention must also be made of the direct work of bodies 
of town workers voluntarily enlisted to go into the villages 
and give the peasants the ideas of organisation with which 
the industrial workers are familiar. This is done system- 
atically on a large scale, either by “ shock tactics 55 such 
as the special enrolment of 25,000 town workers in the 
spring of 1930 to help in organising the spring sowing, or 
by the constant permeation of “ patronage. 55 Patronage 
in this sense means the adoption by a particular factory 
of a village or agricultural Collective. The factory commit- 
tee organises regular visits of experienced workers to the 
village, where they not only carry out general propaganda 
for collective working, but also actually build up the 
organisation, helping the committee in its work, training 
the peasants in the use of machines, setting up factories 
for agricultural produce, and generally encouraging and 
giving practical help to the peasants. 

But the most practical form of encouragement is un- 
doubtedly the establishment of machine and tractor sta- 
tions, which can offer the villages the benefits of modern 
large-scale agriculture in return for a percentage of the 
harvest. Such a station is not merely a propaganda office ; 
it is a part of the future organisation of agriculture, and 
is preparing the way for the total abolition of individual 
farming and its organisation throughout Russia in a series 
of large-scale units. 

With some 40 per cent, of the peasant households now 
organised in Collectives and selling their surplus produc- 
tion through the Co-operative Unions, and in addition 
the Soviet farms producing some three million tons of 
marketable grain, the work of organising agriculture into 
relatively large units has already achieved substantial 
successes. It is now possible to plan the development of 
agriculture, and at the same time to co-ordinate this plan 
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with the plans of other industries — especially the agricul- 
tural machine industry. For the first time it is possible to 
get accurate statistics of production on a large enough 
scale to be representative. For the first time the co-opera- 
tive organisations are able to be sure of handling grain 
and other products from the surplus of about ten mil- 
lion peasant households. It is an immense step forward in 
agriculture, and it is the means by which surplus agri- 
cultural production can be secured for the towns. 

At the same time, most of the Collectives are not large 
enough for satisfactory working, and many of them have 
not yet secured tractors ; moreover, they are limited in 
scope — the collectivisation does not cover all means of 
production or all labour. Therefore the immediate results 
of collectivisation must not be over-estimated. The pro- 
cess is necessarily a long one, and until it is completed 
agriculture cannot be fully organised. There are Soviet 
farms, there arc various forms of Collective, and there are 
also the individual peasant farms which have not yet been 
brought into collective working. With these as the basic 
units, there arc Associations of Collectives, and Machine 
and Tractor Stations, or Horse and Machine Stations, 
uniting a small number of the Collectives in higher opera- 
tive units ; and the State farms are grouped together in the 
various Combines, according to the work on which they 
specialise — grain production, stock-rearing, etc. Along- 
side of these there are also various forms of Co-operative 
organisation, handling sales and purchases for the Col- 
lectives or for village co-operatives of a selling as distinct 
from a producing type. At the top there are the Union of 
Collective Farms and the Centres for Collective farms in 
the various Republics ; with the Commissariat for Agricul- 
ture as a general supervising body. The chief unit which, 
though outside the agricultural organisation, is essential 
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to the growth of organisation in agriculture is the Agricul- 
tural Machinery Combine (under the Supreme Economic 
Council) ; while the banks and a number of Credit Socie- 
ties, mainly co-operative, are making it easier for the col- 
lectivisation to be developed. 

The organisation of credit is closely bound up with the 
extension of the sown area in general, and especially of 
the sown area for industrial crops, such as cotton and flax. 
The loans often take the form of “ seed loans ” — lent from 
the State reserves for repayment in kind after the next 
harvest. Apart from these repayments in kind, the credit 
organisation also helps to bring in produce to the co- 
operative machinery as opposed to the private merchants, 
the terms of the loan providing for repayment in produce 
at stipulated prices. Of even greater importance in the 
collection of marketable grain is the system of contracts, by 
which the individual peasants or Collectives undertake in 
advance to sell definite quantities of produce to the Co- 
operative organisations, at fixed prices. For each harvest 
a general plan of “ contracting ” is prepared, for each 
district separately, and the appropriate co-operative or- 
ganisation sets to work, on the basis of this plan, to make 
contracts with individual peasants or Collectives for the 
purchase of their surplus products, offering in return 
some form of goods required by the peasants, either imme- 
diately (on credit) or after the harvest in exchange for 
the produce. 

With the reorganisation in 1930, the Trade Commis- 
sariat of the Soviet Union is responsible for supervising 
and controlling the collection, storing, working up and 
distribution of all food products. In the case of special pro- 
ducts, such as milk, new organisations have been created 
under the Trade Commissariat, to co-ordinate the sup- 
plies to industrial areas and generally to develop sales. 
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The Milk Combine takes over from the milk or general 
agricultural co-operatives the supplies of milk which they 
actually collect. The work of these co-operatives is to or- 
ganise milk supplies, to encourage the production of milk, 
and to help forward the collectivisation of milk produc- 
tion on modern methods — central cow-sheds, proper 
feeding, etc. The work of the Milk Combine is to take over 
the milk, organise its transport and sale, and the prepara- 
tion and sale of butter, dried milk and other products. In 
this connection it has to build and equip the necessary 
works, and for this purpose it has set up a special subsi- 
diary. Apart from its current operative work, the Milk 
Combine has to prepare plans both for sales and 
supplies. 

The former Sugar Trust (under the Supreme Economic 
Council) has also been reorganised as the Sugar Combine 
and handed over to the Commissariat for Trade. The 
same procedure has been followed for the Meat, Food, 
Fishing, Tobacco and similar industries — in fact for all 
those in which production is still more or less scattered 
and largely in the hands of individual producers, while 
the collection of any marketable surplus depends to a 
great extent on the co-operatives. In most cases, however, 
there are industrial processes involved in working up the 
produce for the market, and the factories or works con- 
cerned are in the appropriate Combine under the Com- 
missariat for Trade, which has therefore become to this 
extent an industrial Commissariat parallel with the 
Supreme Economic Council. The Commissariat for Trade 
is also concerned with the wholesale purchase and sale of 
grain. The aim of the new organisation introduced in 
1930 is to establish a clear line of demarcation between the 
previously existing organisations handling grain, and to 
set up a directing centre, the Grain Combine, under the 
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Commissariat for Trade, not as a bureaucratic depart- 
ment, but as an operating concern — working on much the 
same lines as the Combines in industry work under the 
Supreme Economic Council. In the first place, all opera- 
tions involved in the collection of grain from the peasants 
or Collectives are taken over by the network of grain co- 
operative organisations, headed by the u Grain Centre,” 
the central Union of Grain Co-operatives. All grain col- 
lected by the grain co-operatives is handed over to the 
Grain Combine, under an agreement which guarantees 
to the co-operatives all their expenses plus a commission. 
The Grain Combine is the wholesale distributing organisa- 
tion ; it receives the grain collected by the co-operatives, 
stores it, mills it, and sells it to the Consumers’ Co-opera- 
tives, who alone are engaged in retail sale. The grain out- 
put of Soviet farms, as distinct from Collectives, does not 
pass through the co-operatives, but is sold direct to the 
Grain Combine. 

In the case of districts which produce only a small 
quantity of surplus grain, especially the industrial areas 
around Leningrad and Moscow, and the wooded areas of 
the north, grain co-operatives do not exist, and the collec- 
tion of such surplus grain as is produced is left to the <pr- 
dinary consumers’ co-operatives, headed by Centrosoyus. 
The grain is handed over by the consumers’ co-operatives 
to the Grain Combine, which is the sole wholesale dis- 
tributor of grain. 

The effective collection of surplus grain from the peas- 
ants and its distribution to the non-peasant consumers 
must largely depend on the extension of the Soviet farms 
and Collective farms, which will immensely simplify the 
process of collection as well as increase the quantity of 
grain available for the towns. With a comprehensive 
system of large-scale agricultural units, the surplus grain 
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and other agricultural products from every area could be 
estimated and brought into the general plan, while the 
organisation of these units could be simplified and brought 
into relation with the general organisation of industry. 
Until these large agricultural units are sufficiently devel- 
oped the organisation of agriculture is necessarily two- 
fold : as shown in the diagram on page 220, the system 
of individual peasant production, gradually changing into 
collective production, is under the general guidance of 
the Commissariat for Agriculture ; while the system of 
State farms, working on definite programmes of supply 
and production on the same lines as State enterprises in 
other industries, is organised in specialised Combines 
under the Commissariat for Trade. 
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GENERAL ECONOMIC PROBLEMS 

In the general organisation of production and distribu- 
tion a number of questions arise which cannot be settled 
on the basis of each industry taken as a separate unit. 
These questions are not merely problems of co-ordination 
in a purely economic sense, such as the parallel develop- 
ment of industries which are directly dependent on each 
other. If it is decided to develop the metallurgical indus- 
try, for example, it is obviously necessary also to develop 
the coal- and ore-mining industries, and probably the 
railway traffic facilities must be extended. These are 
quite obvious and secondary problems ; their solution 
requires foresight and careful planning, but they do not 
raise fundamental issues. The really fundamental issues 
arise in the making of the plan, in the decision, for ex- 
ample, whether or not to develop the metallurgical in- 
dustry, from which the development of the auxiliary in- 
dustries follows as an unavoidable necessity not desired 
for its own sake. The purpose of this chapter is to state 
these fundamental issues and to examine why the make- 
up of the general plan is what it is. To some extent, the 
issues are purely “ political ” or “ social.” The guiding 
purpose in the operation of the whole scheme is the im- 
provement of the material and social conditions of the 
people of Russia, of the peasants as well as of the town 
workers ; and the method adopted is the socialist as op- 
posed to the capitalist system of production. In the period 
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of transition from the capitalist system to the socialist 
system, issues arise which are properly described as poli- 
tical — the question of the rate ofchange from capitalism 
to socialism, and the methods adopted to effect the change 
(such as the direct expropriation or penalising taxation of 
the surviving capitalist elements ; the encouragement by 
preferential taxation or the provision of credits for the 
socialist elements) . These are the most fundamental issues 
in the economic policy of the Soviet Union, and they are 
the constant subject of discussion in the Press and among 
the people of Russia, and particularly in the Communist 
Party. But any discussion of these issues lies outside the 
scope of this book. 

The problems with which this chapter is concerned are 
those which, though fundamental and “ social/’ are not 
“ political ” in the strict sense ; they arise with equal 
insistence at every stage of the transition period from 
capitalism to socialism, and they will still be present 
(though possibly in altered forms) even in a completely 
socialist system. The first question is the relation between 
production for consumption and production not con- 
sumed in a single year, but put aside either as reserves or 
in the form of buildings and machinery, etc., with which 
production can be expanded in future years. Another 
question intimately connected with the first, but involving 
special points of its own, is the level of wages and the 
general conditions of labour which the plan of production 
has to provide. Then there is the question of providing 
for “ services ” which, though they may be connected 
with production, are not directly productive — education 
and health and similar services, and also art and literature 
and “ abstract ” sciences, as well as research with definite 
economic aims. And finally, so long as goods are bought 
and sold, there is the question of prices. In the preparation 
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of each year’s plan of production and distribution 
decisions on these questions have to be taken at the outset, 
and the actual details of the plan are merely the applica- 
tion of these decisions to the appropriate productive units. 

Decisions on all these questions are dependent on the 
technical level of production throughout the Soviet 
Union. In agriculture, for example, the former technical 
level on all peasant farms was extremely low, not only 
in comparison with other countries, but also in the 
absolute sense — the product of each person’s labour, on 
the average, was little more than enough to meet the 
bare physical needs of himself and his dependants. Such 
surplus as was drawn from the countryside to meet the 
need of agricultural products in the towns was mainly 
taken at the cost of keeping large numbers of the peasants 
almost below subsistence level. In most of the town 
industries the position was much the same ; although 
there were some large and well-equipped works, many 
articles of general use were produced in small workshops 
with primitive equipment. Taking the country as a whole, 
the technical level was exceedingly low ; and this fact 
has to be taken into account in determining the plan of 
how much of each year’s production must be consumed 
and how much can be “ accumulated ” in order to raise 
the technical level and expand production in future years. 

The general principle adopted is that the volume of 
products consumed must increase year by year, so far as 
each town worker is concerned, by approximately io per 
cent. : in other words, that real wages must increase on 
the average io per cent, each year. So far as the agri- 
cultural population is concerned, the improvement in 
material conditions is not provided for in a general form 
such as is possible for the town workers ; it is made 
dependent, broadly speaking, on improved methods of 
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cultivation, and on the political policy of discouraging 
the kulaks or peasants who employ hired labour, and 
encouraging the poorer peasants. The policy of improving 
conditions year by year, so far as the peasants are con- 
cerned, therefore finds expression in making available to 
them the machinery and technical help which in fact 
gives the peasants who join Collective farms steadily 
improving conditions, because the productivity of their 
labour is immensely increased. At the same time, the 
volume of “ non-productive ” services is also increased 
year by year. 

Every actual surplus of production, after allowing for 
these increases in consumption, is put aside for “ Socialist 
accumulation,” to improve technique and expand the 
volume of production. In practice, the accumulation is 
increasing each year, because the increase in production 
is between 20 and 30 per cent., while the increase 
in consumption is only some xo per cent. ; and the in- 
crease in production is itself made possible by the planned 
use of the accumulation to raise the level of technique both 
in industry and agriculture, and to build and equip new 
factories — including the “ grain factories ” or new Soviet 
farms. 

The actual sources of “ Socialist accumulation 
accumulation in the hands of the State — are the surpluses 
of State industries, trade, insurance and banking (in- 
cluding temporary surpluses) and the surplus raised by 
taxation over and above current administrative expendi- 
ture. In addition, there is the individual accumulation 
which is available to the State through State loans ; there 
is the co-operative accumulation, which is used for co- 
operative expansion on lines taken into account in the 
State plan ; and to a limited extent the State can use 
credits received from abroad, for the expansion of pro- 
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duction. Each of these sources has to be taken into account 
in estimating the total available each year for the purpose 
of expanding production. 

So far as State industry is concerned, the basis for the 
estimate is provided by each of the Combines or other 
organisations. On the average, as already indicated in the 
chapter on Trusts, 50 per cent, of the surplus comes to 
the State Treasury ; 10 per cent, is invested in the Bank 
for Long Term Credits to Industry. Both of these alloca- 
tions are mobilised, in different ways, for use wherever 
they are needed ; the balance of 40 per cent, remains 
in the hands of the particular organisation, for the expan- 
sion of its own individual production — or, now that 
industrial Combines have taken the place of separate 
Trusts, for the expansion of production in a branch of 
industry taken as a whole. The plan of expansion in each 
industry is included in the general plan of expansion, and 
has to be sanctioned by the higher economic authorities ; 
but a definite proportion of the surplus is in all cases left 
for the particular industry concerned, which ensures a 
steady and automatic all-round development apart 
from specially concentrated developments in industries 
which it is necessary to develop in spite of the fact 
that their own surplus may not be enough for this 
purpose. 

The State Budget includes receipts from State industry 
(including transport, posts, etc.) and from taxation, as 
well as from State loans. Apart from its use as a means 
of meeting the cost of social services, defence and general 
administration, the State Budget serves to mobilise a part 
of the surplus of all industries for use in the development 
of special industries. For example, the plan for the 
financial year to September 30th, 1930, provided for 
Budget grants to develop electrification amounting to 
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£31,000,000 ; to develop other industries, £179,000,000 ; 
agriculture and irrigation, £72,000,000. 

The co-operative accumulation is built up of undivided 
trading surpluses and also of undivided producing sur- 
pluses — including the percentage set aside each year as the 
“ indivisible fund ” of agricultural Collectives. Generally 
speaking co-operative accumulation is used by the various 
societies or Collectives for their own development — new 
buildings, additional stock — or, in the case of agricultural 
co-operatives and Collectives, agricultural machinery or 
equipment. But a certain part of the co-operative surplus 
is mobilised for wider purposes through the Co-operative 
Bank and credit societies. Apart from the co-operative 
credit institutions, the banks in general — and in particular 
the Bank for Long Term Credits to Industry — mobilise 
surpluses and make them available for financing the 
growth of production. 

In addition to State and Co-operative accumulation 
for expansion, there is also a certain amount of accumula- 
tion by private capitalists or by individual peasants. By 
taxation in various forms, by State loans, and by other 
credit operations a part of this accumulation is mobilised 
for use in State industry ; the balance is used chiefly as 
trading capital, as there is very little opportunity of 
investment in privately-owned industrial concerns. 

Apart from the estimated volume of accumulation in 
the hands of the State, which indicates the total possible 
expansion, decisions have to be taken on the allocation 
of the total. Ultimately the allocation has to be made in 
the greatest detail, involving particular factories, machin- 
ery, mines, railway lines, etc. But the detailed distribution 
is almost a technical matter : the general point of principle 
which has to be settled is the proportion of expansion 
required in each of four main divisions : 
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I. Industries producing means of production and 
raw materials. 

a. Industries producing articles of consumption. 

3. Transport. 

4. Agriculture. 


A certain expansion of the industries producing articles 
of consumption is, in any case, necessary to provide the 
improvement in the conditions of the workers (and sections 
of the peasantry whose output is increased) allowed for 
in each year’s plan. Increasing wages bring an increasing 
demand for articles of consumption. At the present time 
— and until the total agricultural output is substantially 
increased — the increased demand from the town workers 
must be chiefly for agricultural produce (grain, meat, 
butter, etc.). But there is also an increasing demand for 
articles of consumption produced by manufacturing 
industries — clothing and other personal and household 
requisites ; moreover, the securing of larger quantities 
of agricultural produce for the towns is itself to some extent 
dependent on supplying the villages with the products of 
town industries. Some of the goods required by the 
peasants in exchange for their produce are in the class of 
“ means of production ” — tractors, ploughs, milk-separa- 
tors, etc. — but they also require articles of consumption 
(such as cloth and household requisites). Thus the plan of 
expansion for each year must provide a certain percentage 
increase in the town industries producing articles of 
consumption, and this increase must be related to the 
increased demand anticipated from the greater total of 
wages and the greater volume of products exchanged 
with the peasantry. Of a similar character, although in 
a different form, is the expansion of non-productive social 
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services, including especially the provision of new dwel- 
ling-houses ; the annual plan has to provide an allocation 
for these, on the basis of the percentage increase which is 
considered necessary from year to year. 

When the necessary allocation has been made for 
developing the industries producing articles of consump- 
tion (including articles required for expanded social ser- 
vices), the allocation for developing agriculture has to be 
considered. Reference has already been made to the need 
to raise the technical level of agriculture ; in concrete 
terms, this means the provision of tractors and other 
machinery, apart from measures of reorganisation which 
do not require new means of production — such measures 
as the abolition of boundary strips, the use of sorted seeds 
and the rotation of crops. The allocation for developing 
the supply of tractors and other agricultural machinery, 
as well as the necessary buildings, the extension of stud 
farms, etc., is determined primarily by the anticipated 
use to which these can be put : in general terms, by the 
anticipated extension of Collective or State farming, which 
requires these means of production. 

The allocation for agriculture from the total available 
accumulation has also to cover certain items which fire 
in a sense capital outlays to extend production, but which 
have special importance as a form of insurance. The most 
important of these measures is the creation and enlarge- 
ment of reserves of seed grain to meet possible failures of 
crops due to weather conditions. The Volga region fa- 
mine of 1921 was due to an intense drought, but its effects 
were particularly far-reaching owing to the fact that there 
were no reserves of grain after the long period of civil war, 
and it was impossible to provide enough seed for the 1922 
sowings. Since then there has been an annual allocation 
(through the Budget assignment for the Commissariat of 
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Agriculture) for the building up of seed reserves of grain 
and other crops. The allocation for irrigation (£ 1 1,000,000 
in 1929-30) serves a similar purpose— it is partly for the 
direct expansion of production and partly for insurance 
against drought in certain areas. 

The allocation to provide for development of industries 
producing the means of production and raw materials is 
primarily dependent on the two main allocations already 
mentioned — for industries producing consumption articles 
and for agriculture. An allocation for more tractors in 
agriculture — primarily required to increase the supply of 
bread for the town workers — determines an allocation for 
the building of new tractor-constructing factories. It 
involves also capital development in the mining and me- 
tallurgical industries, and in the oil industry to provide 
the motive power for the tractors when they come into 
operation. In the same way, an allocation for capital 
development in the textile industry requires a correspond- 
ing allocation to develop the textile machinery industry. 
The allocation for development of the industries pro- 
ducing means of production and raw materials is there- 
fore primarily the logical consequence of allocations for 
the development of other branches of industry, including 
agriculture and transport. 

But there are two special factors which have to be taken 
into consideration. The first is the question of the foreign 
trade balance. If it is decided to make an allocation for 
providing more tractors for agriculture, it is still an open 
question whether the number required in excess of what 
the Soviet Union can at the time produce is to be imported 
from abroad or is to be provided by developing new 
tractor-construction factories within the Soviet Union. 
The decision on this question depends to a great extent 
on the total accumulation available. In the early period 

230 



GENERAL ECONOMIC PROBLEMS 

of the Revolution, and in fact up to 1928, the available 
surplus was not enough to make possible the development 
of tractor production, after making allocations for still 
more urgently needed expansions. Therefore the tractors 
required were imported, chiefly from the United States. 
But now that the available accumulation is much 
greater, the building of tractor-construction factories has 
begun. The position with textile machinery requirements 
was similar : for many years they were imported from Eng- 
land, but the increased accumulation has now made it 
possible to build textile machinery factories in the Soviet 
Union, which will meet a part of the requirements. 

The question of importing from abroad the capital 
goods required for the expansion of industries is closely 
bound up with the question of goods available for export, 
which in effect are exchanged for the imported goods. 
Thus any expansion of imports requires an expansion of 
exports, and the latter almost inevitably requires further 
capital outlay in the exporting industries. The expanding 
export of oil, for example, requires the sinking of new 
wells, the provision of new pipe-lines, the enlargement of 
refineries, provision of cracking plants, etc. The plan for 
the allocation of the total available surplus has to t|ke 
the balance of foreign trade into account, both positively 
and negatively : it must provide new capital for the ex- 
porting industries, but the amount required for this pur- 
pose can be reduced in so far as allocations can be made 
to build up new industries in the Soviet Union, to pro- 
vide goods formerly imported. In each case decisions on 
this point have to be made, and there is a steady tendency 
to develop new industries in Russia in order to avoid the 
need to import the corresponding articles from abroad. 
At the same time, this does not mean an attempt to 
abolish foreign trade altogether. There are certain articles 
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— as, for example, tea — which the Soviet Union will al- 
ways have to import. But articles which can be produced 
in any industrialised country tend .jnore and more to be 
provided by Soviet industry, although the requirements 
are so vast that for many years to come the import of 
capital goods will necessarily continue. In any case, the 
State monopoly of foreign trade — actual control over 
what is imported and exported — is vital to the carrying 
out of any planned system of production and distribu- 
tion and capital development. 

Apart from questions of the balance of foreign trade, 
the further special factor which has to be taken into ac- 
count is the need for changed technique, apart from the 
mere expansion of capital equipment. In general this finds 
expression in the use of the fund for depreciation which 
each industry has to establish as a charge against pro- 
duction costs. Obviously, also, every new factory con- 
structed is built on the most modern lines. But there is 
one general change in technique which has been con- 
sidered so vital that allocations for it have been made 
even in the darkest days of the Revolution — that is, the 
development of electricity. It is not only a question of 
gradually extending the use of electricity in existing in- 
dustry and on the railways : there is an immense scheme, 
on which work was actually begun as early as 1919, for 
the creation of a network of regional stations through the 
whole Soviet Union. Every year a very substantial alloca- 
tion is made for this purpose — in 1929-30 the assignment 
from the State Budget was £31,000,000 — apart from the 
development of smaller industrial and general stations, 
for which a further £30,000,000 was allocated. The object 
of the regional stations is to effect an enormous economy 
over wide areas in industry, transport and agriculture ; 
already in 1929-30 the output of electricity was 340 per 
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cent, of the 1913 output, and the Five Year Plan pro- 
vides for an output in 1932-33 over eleven times the 1913 
figure. The electrification scheme was introduced by Lenin 
as an essential condition for the successful development of 
socialist production, and this scheme is regarded as 
perhaps the most necessary part of the expansion of 
industry. 

The allocation for developing transport facilities de- 
pends on the projected developments in all other indus- 
tries. The building of the railway linking Turkestan with 
Siberia illustrates this point. The development of the 
cotton textile industry was decided upon, to meet the 
increasing demands which followed from the annual in- 
crease in the volume of wages. This involved an increase 
in the supply of raw cotton, which could not be provided 
by larger imports owing to the position of the trade ba- 
lance. Cotton Could be grown in far larger quantities in 
Turkestan, but for the fact that much of the suitable land 
there was used for growing grain. The solution was found 
in the construction of a thousand-mile railway line from 
Siberia, by which Siberian grain could be brought to 
Turkestan, freeing the whole area for cotton glowing ; 
the story of the project and its fulfilment is vividly tojd 
in Victor Turin’s film Turksib , which many readers will 
have seen. But the Turksib railway is only one instance 
of the many transport developments which are being made 
year by year, in close dependence on the extension of other 
industries. At the same time, the unification of all forms 
of transport (under the Transport Commissariat) makes 
it possible to plan the development of transport as a whole, 
and to use the allocation for this purpose either for rail- 
way, river or road transport in accordance with the needs 
of the situation. An example of the increased use of the 
Volga shipping as an alternative to the overloaded 
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railways has already been given in the chapter dealing 
with transport organisation : it involves the building of 
more river steamers and barges,, and a corresponding 
development of the shipbuilding industry. 

Thus the allocations for the development of particular 
branches of industry are made on the basis of certain 
general principles — especially the annual increase of pro- 
duction of consumable goods and of agricultural products, 
and the raising of the technical level of production, in- 
cluding such far-reaching schemes as general electrifica- 
tion. The decisions on these principles serve to guide the 
particular allocations, which in turn are interdependent 
on each other. A part of the development of each industry 
is automatic, and is provided for by the portion of profits 
retained by each industry ; but the remainder of the 
profits made by each industry is mobilised and can be 
used (together with other centrally-accumulated funds) 
for a consciously-directed development of the whole 
system of production and distribution. This control of 
economic development is one of the most important as- 
pects of the organisation of central planning. 

Another general economic question which has to be 
settled in principle is the question of prices. Taking State 
industry as a whole, it is obvious that the prices at which 
goods are sold must ensure a surplus over the cost of 
production in order to provide for the expansion which 
has just been described. In the same way, inasmuch as 
the expansion of co-operative agricultural production 
out of its own resources is part of the general economic 
plan, the prices secured by the Collectives for their 
agricultural products must result in a surplus over the 
cost of production. On the other hand, to leave prices 
altogether free and unfixed would introduce an element 
of chaos which would make a centrally planned scheme 
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unworkable. Yet to fix wholesale and retail prices for the 
whole range of products of a modern industrial system 
would require an almost superhuman organisation and 
administration. Moreover, outside of State industry there 
is still a considerable volume of petty production in certain 
industries (clothing, food, etc.) even apart from the 
individual production in agriculture ; and the universal 
fixing of prices — apart from the difficulty of administrative 
control — might involve the holding up of production in 
small enterprises which the State is unable to take over 
and organise. 

The compromise adopted is the fixing of wholesale 
prices for the products of State industry, together with an 
attempt to concentrate retail distribution in the hands of 
co-operative organisations working on a fixed percentage 
addition to wholesale prices and transport charges to 
cover their costs and provide a surplus. The first basis 
for the fixing of prices is the actual cost of production in 
the preceding year, which is analysed for each industry 
and class of product. On this basis, adjustments are made 
for each factor in the calculation, in accordance partly 
with known changed conditions and partly with changes 
which the industry is instructed to carry out. For exampl^, 
a change in the fixed price of any raw material is a known 
change in costs for each industry using that raw material ; 
the percentage increase of wages is another known cost. 
But in addition there are certain general instructions 
given to increase output and cheapen costs by the intro- 
duction of more efficient machinery or methods of 
organisation, and the saving which should result from 
applying these instructions is also taken into account in 
calculating the cost of production for the ensuing year. It 
will be realised that the correct calculation for each 
product is closely dependent on the whole system of 
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centralised planning, including capital outlays to improve 
machinery and methods. 

In The Social-Economic Forms of Jndustiy in the U.S.S.R., 
Kuperman gives a table showing the average costs of 
production over State industry (in the R.S.F.S.R. only), 
expressed in the percentage share of each item to the total 
cost of finished articles at the point of production (factory 
production cost), with further items representing the 
expenses of the wholesale distributing apparatus of the 
industrial Combines (commercial costs). These items are : 


Elements of cost 

Percentage of total 


factory cost 

i. Raw materials 

4i-5 

2. Auxiliary materials 

8-5 

3. Semi-manufactured articles 

4-5 

4. Fuel and power 

4.4 

5. Wages of workers 

20.7 

6. Wages of employees 

2.7 

7. Percentage additions to wages 

6-5 

8. Depreciation 

3-3 

9. Royalties 

2.2 

10. Other taxes and dues 

*•9 

1 1 . Miscellaneous overhead costs 

3.8 

Factory production cost 

100.0 

12. General administration (of Combine) 1.6 

13. Interest charges 

1.8 

14. Excise duties 

7.8 

15. Trading costs 

8.2 

Commercial production cost 

119.4 
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Some of these items require explanation. Item 7, 
percentage additions to wages, is made up of social insur- 
ance contributions, contributions to cover the cost of 
factory committee work, etc., which are legally payable 
by the employing concern. Item 9, royalties, represents 
a certain form of taxation — payments to the State for the 
exploitation of forests and minerals, based on actual out- 
put. The item of miscellaneous overhead costs covers the 
upkeep of offices, lighting, heating, etc. The excise duties 
payable form a relatively high item in the average com- 
mercial cost, but they fall chiefly on a few special in- 
dustries — such as drink, tobacco, matches, silk. Trading 
costs cover the expenditure on the wholesale trading 
apparatus — offices and staff— as well as transport, ware- 
housing and similar charges. 

These are the elements of cost which have to be cal- 
culated in detaii and adjusted each year as the basis for 
fixing (1) the wholesale price charged by each productive 
unit to the appropriate Combine ; (2) the wholesale price 
charged by the Combine to other Combines, co-operatives 
or other customers. But the estimated production cost 
and commercial cost form only the basis ; to these are 
added a certain percentage to provide a surplus or 
“ profit.” On the average, this addition to costs to allow 
for profit is 8 per cent. But the percentage addition 
is not uniform ; its application to particular industries 
has a somewhat similar purpose to the imposition of 
excise duties. The percentage added to costs in fixing 
wholesale prices for beer and silk, for example, is con- 
siderably higher than in the case of building materials, 
agricultural requirements and articles regarded as of 
prime necessity. The system of price-fixing is, in fact, used 
firstly to ensure that there is a general surplus over 
production costs, and secondly to help forward the 
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industries regarded as vital — not, however, by fixing prices 
which would give these industries higher profits, but, on 
the contrary, by allowing them to /unction even though 
they are not at the time able to make the same rate of 
profit as other industries. 

The fixing of prices is not extended into the retail trade. 
Any central influence on the retail price of particular 
commodities exists only in so far as the retailing co- 
operative societies are expected to work on a basis of an 
average percentage addition to wholesale prices, based 
on the cost of maintaining their retail apparatus and 
showing a surplus. In 1929-30 this addition was 30 
per cent. ; the co-operative society was expected to work 
on this basis, but with freedom to vary the percentage 
addition from one class of articles to another. Outside of 
the co-operative network (and certain State and municipal 
stores) there is no regulation of price, and private traders 
and shopkeepers can, in fact, get prices considerably above 
the prices for similar articles in the co-operatives. This 
will continue until the quantity of products of State 
industry, which find their way to the consumer mainly 
through the co-operatives, becomes large enough to meet 
the full demand, when the private trader and shop- 
keeper will be forced out of business by the lower prices 
which centralised production and distribution can afford 
to accept. 

The general plan for each year aims at lowering the 
costs of production and, therefore, factory prices, whole- 
sale prices and ultimately retail prices. The most import- 
ant factor for reduced costs is increased labour produc- 
tivity, made possible by the technical improvements 
which result from capital outlays — the process of rational- 
ising industry. The second factor is the economy of raw 
materials and fuel which results from the same process. 
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The third factor is the reduction of overhead expenses by 
better organisation ; while economies in transport and 
general organisation are important factors for a lower 
“ commercial production cost.” Each of these factors is 
carefully examined, and instructions are issued to make 
those economies which seem possible. At the same time 
the increased labour productivity is accompanied by the 
rising level of wages and by the reduction of hours to 
seven per day — all newly-constructed factories work a 
seven-hour day, and existing factories are brought into 
the seven-hour scheme when the rationalisation process 
has been carried through. This is a settled principle to be 
carried out in each year’s plan, the reduction to a seven- 
hour working day applying to the whole of industry by the 
end of the Five Year Plan, in 1 932-33. Taking into account 
the sections of industry (mining, metallurgy, etc.) in 
which the working day is six hours, the average working 
day in 1932-33 is to be 6.86 hours. This reduction in the 
working day, together with the increase in real wages, 
are factors making for higher production costs, but they 
are more than offset by the economies in production 
methods which are being brought into force year by year. 

In the case of transport charges, a general alteration iij 
principle has recently been made. The principle formerly 
used was, broadly speaking, “ what the traffic would 
bear.” In connection with the proposed reorganisation 
of industry in a number of “ regions,” each of which is to 
be as economically independent as possible, the principle 
of transport charges has been fixed on the same basis as 
the prices of industrial products, namely, actual costs plus 
a percentage to yield a surplus. The theory is that a strict 
costings system will help in the determination of proper 
industrial regions, one of the objects of which is to 
eliminate unnecessary long-distance transport ; transport 
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charges based on costs also facilitate the division of the 
railway system into financially independent units. 

The final general point in connection with price fixing 
is the relation between the prices' of agricultural and 
industrial products. The most immediate purpose of 
lowering the costs and prices of industrial products is to 
bring them into closer relation with the prices of agri- 
cultural products, which in itself will improve the material 
position of the peasantry — they will get more industrial 
products (means of production or articles of consumption) 
in exchange for their surplus produce. The level of prices 
for agricultural products is maintained as nearly constant 
as possible, through the fixing of prices for advance 
contracts which a considerable section of the peasantry, 
and the Collective farms, make with the Co-operatives 
which collect grain or other products. The inducement to 
enter into these contracts is some form of loan, especially 
loans for purposes which will increase the output of the 
farms concerned or improve its quality. The provision of 
sorted seed, of agricultural machinery, fertilisers, fresh 
stock, etc., on loan is a very powerful attraction to the 
peasantry, who are willing in return to contract for the 
sale of their products at definite prices. But the prices 
published as an indication to the co-operatives of what 
they should undertake to pay for products contracted for 
in this way, are not compulsory prices so far as the peasants 
are concerned, and the effectiveness of the prices indicated 
entirely depends on whether the co-operatives have real 
inducements to offer the peasants in return. Thus there is 
a general tendency towards the level of prices indicated, 
but it will become entirely effective only when the Col- 
lective farms (together with the State farms) have de- 
veloped sufficiently to supply the towns with all their 
requirements. 
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THE SYSTEM AT WORK 

The central feature of Russia’s system of production 
and distribution is that it is a planned system. The ele- 
ment of planning was present in the Soviet economic 
system from the earliest days of the Revolution, finding 
its first expression when the Supreme Economic Council 
was formed on December ist, 1917, less than four weeks 
after the establishment of the Soviet Government. The 
function assigned to the Supreme Economic Council in 
the first place, and later to the Council of Labour and 
Defence, was the regulation of Russia’s economic life. But 
before any real regulation, any planned guidance of 
Russia’s economic life, could be operated, a long period 
of clearing the ground and building up an effective organ- 
isation had to be passed through. The clearing of the 
ground involved the expropriation and transfer to the 
State of all large-scale industry and a part of petty indus- 
try, which had been completed by the end of 1920 ; by 
this time, too, the armed attacks on Soviet Russia had 
been finally defeated. Since 1921 the work of building up 
organisation, both at the centre and the periphery, has 
been continuous ; and in the first few years much energy 
had to be spent on repairing the damage of the long war 
period from 1914 to 1920. The attainment in 1927 of the 
pre-war level of production marked the completion of the 
restoration period, and the adoption of the Five Year 
Plan, beginning to operate from October ist, 1928, 
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showed that the organisation which had been slowly 
developed in the preceding years could now be set a 
definitely planned programme of work. 

The Five Year Plan was by no mtfans the first plan to 
be put into operation. From the first moment when the 
factories and mines were taken over by the State, estimates 
of production were prepared, and after the end of the 
armed attacks on Soviet Russia, with their perpetual in- 
terference with production and transport, the estimates 
for each factory and branch of industry began to have 
greater reality year by year. The scope of these estimates 
was gradually extended, and the estimates for each indus- 
try were more effectively co-ordinated with each other. 
The plan by which each industry and factory was guided 
in its current operations was fixed for each year in ad- 
vance ; this was known as the “ operative ” or Annual 
Plan. The economic year (which is based on the agricul- 
tural year) runs from October ist to the following Sep- 
tember 30th, and the plan for each industry and factory 
had to be fixed some months before October in order to 
enable the management to make the necessary prepara- 
tions. But in the earlier years the plan could not be defin- 
itely fixed before the yield of the harvest was fairly accur- 
ately known, since this necessarily affected the details of 
the plan. As the harvest could not be properly estimated 
until about September, the annual plan was always late, 
and was often not published until two or three months 
after the economic year had begun. The practice was 
therefore adopted of issuing a provisional plan in June 
for the economic year beginning in October ; this plan 
was known as the “ control figures ” ; it served as a pro- 
visional guide to industries, but was subject to alteration 
when the definite Annual Plan was produced. From 1928, 
however, the Annual Plan was abolished, its place being 
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entirely filled by the “ control figures 99 issued in June 
and covering the twelve months from the following 
October ist. 

Apart from the annual plan or control figures for each 
year, which constitute a detailed programme of produc- 
tion and distribution on which each industry works, there 
were also the “ perspective 99 plan for five years ahead, and 
the <c general 99 plan for fifteen years ahead. The Fifteen 
Year Plan was in very general terms, indicating the policy 
which it was proposed to carry out rather than laying 
down concrete work for industries and branches of indus- 
tries. The Five Year Plan, on the other hand, was in con- 
siderably greater detail, in particular showing the capital 
extensions whicn would have to be completed during this 
period. Inasmuch as the regional electricity stations take 
on the average four years to build, and any large industrial 
factory may take two to three years to complete, the Five 
Year Plan is a vital necessity, although it has to be made 
more concrete and detailed for each year, as it arrives, in 
the Annual Plan. Finally, the stage was reached in 1928 
when it was possible to make a detailed annual plan for 
five years ahead, with the assurance that it could be car- 
ried out, and that any variations found to be necessary 
could be introduced in the “ control figures 99 for each 
year. This is the Five Year Plan which began to operate 
in October 1928. Before examining the details of the plan 
and the extent to which it is being carried out it is neces- 
sary to show what proportion of industry is covered by the 
plan and what proportion can be directly controlled by 
the central economic apparatus of the State — the appar- 
atus which is shown in diagram form on page 243. 

The plan necessarily covers the whole economic life — 
and social life, so far as it is expressed in economic terms — 
of the Soviet Union ; the plan could be only a partial 
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estimate and not an economic plan if it left certain items 
out of account. The summary headings of the plan shows 
its comprehensiveness — Population ; Accumulated Funds 
(total capital) ; Capital Investments (annual additions) ; 
Total Value of Production ; Electrification ; Industry ; 
Agriculture ; Transport ; Housing ; Budget (State and 
Local) ; Finance ; Prices. Each group is worked out in 
considerable detail, showing the estimated position for 
each of the five years. The estimates for production are 
comprehensive, including production in private hands as 
well as State and Co-operative. 

But although the plan is comprehensive, it is only what 
is called the socialised sector of industry — State and Co- 
operative — which is subject to direct guidance and can be 
set definite programmes of output and development. The 
non-socialised sector — industry in private hands, and in- 
dividual peasant production — is necessarily taken into 
account, but almost as an external factor which can be 
estimated but not influenced, except in so far as it is trans- 
formed and brought into the socialised sector. The best 
example of this is the anticipated annual transformation 
of a part of individual peasant production into co-opera- 
tive production through t^ie extension of Collective farms. 

For statistical purposes, the whole industry of the Soviet 
Union is divided into two groups — census industry, which 
makes regular returns of output, and non-census industry. 
Census industry covers all enterprises employing 30 or 
more workers, where no machinery is used, or 16 or more 
workers with machinery. The output and general position 
of census industry is accurately known, as it is continu- 
ously recorded by the Central Statistical Office of the 
Soviet Union. The output of non-census industry — enter- 
prises employing less than 30 workers without machinery, 
or 16 with machinery — is only known from occasional 
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censuses, generally confined to certain typical districts. In 
the main, non-census industry consists of quite small work- 
shops run by individuals with their families, and also of 
home production — the peasant handicraft or kustar in- 
dustry ; it is privately-owned, but for the most part no 
outside labour is employed apart from the individual’s 
family. At the same time, the total value of production of 
non-census industry is quite substantial : in 1927-28 it 
was estimated at 15 per cent, of the total value of indus- 
trial production (excluding agriculture) . Such a substan- 
tial percentage of total industrial production must obvi- 
ously be taken into account in a general economic plan ; 
but, on the other hand, from its very nature non-census 
industry is fairly stable, and variations from year to year 
are not important enough to affect the general plan even 
if they have not been foreseen. 

Census industry, now producing about nine-tenths of 
the total value of industrial production, is the most im- 
portant factor in the general economic plan, not only be- 
cause of its present absolute “ weight,” but because it is 
the factor which is subject to considerable changes — 
changes which can be guided and assisted. The over- 
whelming proportion of census industry (89.7 per cent, in 
1929-30) is in the hands of the State ; and 9.6 per cent, 
in 1929-30 was in the hands of the Co-operatives. In 
effect, this means that practically every industrial under- 
taking of any size is in the hands of the State, and its ac- 
tivities can be directly guided ; while other large indus- 
trial undertakings are in the hands of the Co-operatives, 
and their work can also be brought into the plan. More- 
over, the most important of the privately-owned under- 
takings in census industry are those which have been 
leased as “ concessions ” to foreign capitalist groups, and 
the terms of these concessions include definite stipulations 
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covering both annual output and capital investment, so 
that their activities also can be brought into the general 
plan with a high degree of accuracy. 

In the case of transport, the whole of the railway system 
and the sea-going merchant fleets are in the hands of the 
State, as also are the important river fleets and such road 
motor transport as exists. Other transport is purely local 
in character, and although it fulfils absolutely essential 
economic functions it is of a regular character, and im- 
portant variations will only occur in so far as it is displaced 
or supplemented by State-controlled transport. Therefore 
the whole system of transport can be taken into the general 
economic plan. 

Agriculture presents the greatest difficulties in the pre- 
paration and carrying out of the plan. Nevertheless, the 
most uncertain factor — individual peasant production — 
has the compensating advantage (from the standpoint of 
planning) that it is mainly for home consumption, and 
that it is only the marketable surplus which has practical 
importance for the general economic plan. The efficiency 
of the plan in relation to agriculture therefore depends 
on the extent to which the marketable surplus of agri- 
cultural products can be brought into channels which 
are subject to control and guidance — that is to say, into 
the State or Co-operative machine. This is the import- 
ance (again from the standpoint of planning ; it has also 
great importance from the standpoint of increasing the 
amount of the marketable surplus) of the growth of 
Collective farming and all other forms of co-operation in 
agriculture ; while the building up of the State farms 
creates a new section of agriculture which is directly 
governed by the central plan. It was estimated that be- 
fore the war the grain actually marketed came from the 
following sources — from large estates, 21.6 per cent., from 
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the kulaks or large farmers, 50 per cent. ; from the medium 
and small peasant holdings, 28.4 per cent. In 1929-30 
more than 50 per cent, of the total marketed grain was 
estimated to come from the State and Collective farms, 
about 15 per cent, from kulak farms, and the balance from 
medium and small farms not yet organised in collectives. 
Each year the State and Collective farms are acquiring 
greater importance in the total of grain marketed, and 
by the end of the Five Year Plan — 1932-33 — practically 
the whole of the marketable surplus of grain will come 
from State or Collective farms. In butter, meat and other 
produce put on the market the position is much the same ; 
and in industrial plants — cotton, flax, etc. — practically 
the whole of the output already passes to the Co-operative 
and State organisations, because there are no other 
buyers. 

The inclusion of agriculture in the economic plan is 
therefore not so difficult as the existence of peasant pro- 
duction might suggest ; and, in fact, the marketable sur- 
plus passing through the hands of State and Co-operative 
organisations each year very closely corresponds with the 
plan. As the Collective farms extend among the peasantry, 
and new Soviet farms are started, the problems will be 
simpler. 

Thus in industry, transport and agriculture the system 
of planning can be operated and controlled to a degree 
which is already high enough to secure results, provided 
that the whole administrative machinery of planning, 
production and distribution is efficient. As we have seen 
in earlier chapters, the producing and distributing ma- 
chine is now organised in huge industrial combines, work- 
ing on an independent financial basis, but along the lines 
laid down for them by the central plan. The same prin- 
ciple of autonomous working is carried right down to the 
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lowest productive unit, which is set its programme of pro- 
duction as a part of the programme for the industry con- 
cerned. Nor is it only the directors and managers who 
are responsible for carrying out the plan. The plan for 
each productive unit is known to the workers in that unit ; 
progress is regularly reported to them, and under the 
stimulus of Communist Party groups or “ shock ” groups 
of Party and non-Party workers they are kept interested 
in the carrying out of the programme. The Press also 
plays an important part in ensuring the carrying out of 
the plan. Reports are constantly published showing pro- 
gress made in particular industries and important fac- 
tories, calling attention to shortcomings and generally 
serving as a basis for action not only by the administrative 
authority concerned, but by the technical staff and the 
general body of workers as well as by the Communist 
Party and trade' union organisations. Nothing is 1 ept 
private : the output, output per head, cost of each unit, 
cost of administration and transport, and every other 
factor which the responsible manager of an undertaking 
must know is known not only by the manager, but by 
the workers of every grade. This is of great importance 
for the actual carrying out of the plan within each factory, 
and the connection of the work of each factory with the 
success of the general plan — involving as it does improved 
wages and conditions, the extension of social services and 
of housing — is also known and appreciated through the 
publication of the plan in all its details and the explana- 
tions and discussions on the plan which are made at the 
production conferences in each factory. 

It is largely to this wide diffusion of a sense of respon- 
sibility for the carrying out of the plan that its success 
has been due. In the first year of the plan — the twelve 
months from October ist, 1928, to September 30th, 1929 
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— the index of the total volume of production, according 
to the plan, was to rise by 1 1.7 per cent, over the previous 
year’s figure ; it actually rose by 12,6 per cent. The per- 
centage increase in production planned for 1928-29, the 
actual increase in that year, and the “ control figures ” 
increase (i.e. planned increase) for 1 929-30 are shown in 
the following table : 

Percentage increase over previous year 



1928-29 

1928-29 

1929-30 


Plan 

Actual 

Control figures 

Industry-census 

18.4 

21. 1 

31.4 

” -non-census 

6.7 

4-3 

7-3 

Agriculture 

3-5 

1.8 

2.7 

Forestry 

.12.0 

11 -7 

1 1.6 

Fishing 

6-3 

6.1 

14.0 

Building 

23-5 

24-5 

66.6 

Transport 

9-5 

20.5 

18.3 

Post, etc. 

9-8 

9.8 

33-6 

Trade turnover 

21.0 

24.0 

34.6 

General average 

XI *7 

12.6 

ai.3 


The control figures for 1929-30 are considerably higher 
than those originally laid down for the second year of the 
plan, because the actual success of the first year’s working 
—in particular the increase in the output of large-scale 
industry — provides a basis on which more rapid progress 
can be made. In the actual output during the second year 
of the plan there was no indication of any slacking of pace, 
and it is to be expected that the accumulated experience 
from year to year will improve both the work of planning 
and the actual operation of the plan. This is facilitated 
not only by the accumulated experience, but also by 
the extension of the “ socialised sector ” — the sector which 
is in the hands of the State or Go-operatives — which is 
taking place every year. 

The growth of the socialised sector in agriculture 
through the extension of State and Co-operative farming 
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has already been described, and there is no reason to 
doubt that the process will continue. The temporary set- 
back which occurred in the early part of 1930 through 
the collapse of a number of Collective farms undoubtedly 
proved that the progress of collectivisation had been too 
rapid. But it was too rapid not in any abstract sense, but 
because it had outrun the plan. The grain area of Col- 
lective farms in 1929 was nearly 2^ million acres more 
than the plan had anticipated. The economic purpose of 
collectivising grain cultivation is to be able to use large- 
scale farming methods, and in particular to use tractors. 
The 1928-29 plan, on the basis of the expected increase 
in the grain area of Soviet and Collective farms, had made 
provision to supply 9,700 tractors, and 9,700 tractors were 
duly supplied. But this number was hopelessly inadequate 
for the actual increase in the area which the peasants were 
prepared to woi’k collectively, and without the tractors 
the collective working of the land showed no immediate 
economic advantages. As a result, large numbers of 
Collectives which failed to obtain tractors inevitably col- 
lapsed : but this does not mean that they will not be 
re-formed when the tractors are available and immediate 
economic advantages can be secured from collective 
working. 

The whole incident is an illuminating example of how 
the plan is built up and how its parts hang together. The 
outcome of the more rapid collectivisation than had been 
originally provided for in the plan has been a revision of 
the relevant parts of the plan. For the year 1929-30 the 
original plan (the Five Year Plan) had proposed agri- 
cultural machinery output to a value of approximately 
£26,000,000 ; the revised control figures for 1929-30 (on 
which work for the year is actually based) raised the 
planned output of agricultural machinery to £37,000,000, 
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an increase of £i 1,000,000 ; and the supply of tractors 
was increased to 41,000 instead of the 25,000 originally 
planned. Moreover, the construction of great new agri- 
cultural machinery factories was begun, in order to make 
possible still further increases of output in the following 
years. With this material basis, the development of Col- 
lective farming was resumed, and there can be little doubt 
of the general stability of these farms when they are 
adequately supplied with tractors and other machinery. 
The economic advantages of large-scale farming are be- 
yond question, and collectivisation brings immediate gains 
to the peasants whenever the material basis — agricultural 
machinery — if available. Owing mainly to this factor, 
but partly also to the political measures against the kulaks 
— especially heavy and increasing taxation — individual 
peasant farming is steadily being eliminated, and the work 
of planning in relation to agriculture is being simplified. 

In industry the “ socialised sector ” predominates. Its 
importance is actually greater than the figures already 
given suggest. In 1929 the value of its output (State and 
Co-operative together) was 88 per cent, of the total value 
of industrial production ; but State and Co-operative 
enterprises provide nearly the whole output of the most 
important branches of industry. Practically the whole of 
each of the industries producing means of production — 
coal and other mining, oil, metallurgy, and heavy engineer- 
ing, building materials and heavy chemicals — is in the 
socialised sector. Of the chief industries producing articles 
of consumption, such as cotton, wool, linen, and leather 
products, more than 90 per cent, is in the socialised sector. 
It is only in such industries as clothing and food products 
that the socialised sector produced less than 90 per cent, 
of the total. Even in these industries the socialised sector 
is rapidly extending, because small producers (as a rule 
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not employing labour apart from their families) are being 
brought into the co-operative network. The tendency is 
shown by the following figures for non-census or small 


industrial concerns : 



State 

1925-26 

5 -o 

1926-27 

4-3 

1927-28 

6.2 

1928-29 

7.0 

1929-30 

6.8 


Percentage of total marketed output 


Co-operative 

Private 

i 3 -i 

81.9 

13.6 

82.1 

23.2 

70.6 

30.8 

62.2 

37-9 

55-3 


In census or relatively large-scale industry, the move- 
ment has been from 96 per cent. (State and Co-operative 
together) in 1925-26 to 99.3 per cent, in 1929-30. While, 
however, the enlargement of the socialised sector in small 
industry has come about through the absorption of private 
producers into producing co-operatives, the enlargement 
in the case of large-scale industry has been due to the ab- 
solute increase in the output of State and Co-operative 
concerns, with relative decline in the output of private 
concerns. The movement in industry as a whole — large 
and small combined — is shown in diagram form on page 
253 ; in 1929-30 the combined share of State and Co- 
operative output was 88.2 per cent, of the total. It is 
therefore clear that the preparation and carrying out of 
the plan in industry is already assured by the extent of 
actual State and Co-operative control. 

The Five Year Plan is an immense work in itself, and it 
does not make light reading. But it is of immense interest 
as the first comprehensive and long-period economic plan 
which has ever been prepared, and the fact that the pro- 
gramme of the first two years has actually been carried 
out shows that both the machinery for preparing the plan 
and the machinery for carrying it out exist and are effec- 
tive. The plan is not an abstract theory, but an assembling 
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of concrete facts and developments which can be con- 
trolled and co-ordinated. 

The scale of the development planned can be realised 
from the total capital outlays to be made during the five 
years — over £6,000,000,000, of which £1,600,000,000 is 
for industrial development, £1,000,000,000 for transport, 
£300,000,000 for electrification, and £2,300,000,000 for 
agriculture. The sums seem fantastic : but the capital 
development in the first year, planned at £527,000,000, 
was actually £556,000,000, and the second year’s estimate 
was raised from £741,000,000 to £1,000,000,000. 

The aim of the capital outlay in industry is not only to 
secure a better balance between industry and agriculture. 
It is to increase the products of industry so that the stand- 
ard of living can be raised ; and it is also to provide for 
raising the technical level of agriculture. More than a 
third of the total* capital outlay provided for in the i>jan 
is for the technical improvement of agriculture — the sub- 
stitution of mechanical power for the combined labour 
of men and beasts, the reduction of the peasant’s working 
day, and the raising of the village population to the 
material and social level of the town workers. 

The plan “ balances ” : it is not only a plan of produc- 
tion, but also essentially a plan of distribution. The net 
value of the annual production is to be increased in the 
five years to September 30th, 1933, from £2,470,000,000 
to £4,300,000,000, while there is to be a reduction in 
prices by 18 per cent., so that the total physical volume of 
products will be more than doubled. While a part of this 
increase will be set aside each year and absorbed in the 
greater volume of capital accumulation, the major part 
will be turned over to the workers and peasants for con- 
sumption, raising the real income — the standard of living 
— by 71 per cent, in the five years. In comparison with the 
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1913 level, the real wages of industrial workers will be 
208 per cent. ; while the real income of the peasantry will 
average 167 per cent, of the 1913 level. In the course of 
the five years the number of workers in State industry is 
to increase by 700,000. In the five years £150,000,000 will 
have been spent on houses for the workers ; a considerable 
part of this is for the building of new towns around the 
great new factories which are now under construction — 
£41,000,000 is for housing in the engineering industry 
alone, and £24,000,000 for housing in the coal industry. 
The amount devoted to scientific research rises from 
£2,400,000 in 1927-28 to £16,200,000 in 1932-33. In the 
same period the item for educational expenditure in the 
State Budget rises from £103,000,000 to £299,000,000 ; 
the total of the “ social and cultural ” State expenditure 
(including education) rises from £240,000,000 to 
£588,000,000. The development of production according 
to the plan is for these precise purposes of distribution 
which are equally clearly laid down in the plan. 

Has this plan reality ? Is there really a prospect of a 
steady and uninterrupted rise in production which will 
make possible both the capital accumulation — the build- 
ing of new factories, mines, railways, etc. — and the 
greater distribution to the workers and peasants ? 

The answer to these questions has already been given 
by the first two years’ working of the plan. Production has 
increased so rapidly that the original estimates have had 
to be revised to be completed in four years. Both in 
the towns and in the countryside conditions have im- 
proved : real wages have risen, the peasant’s standard of 
living is higher, the social services have been extended 
and improved — all according to plan. 

But it is perhaps not enough to know that the plan has 
been successfully carried out, even over a period of two 
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years. It proves that it is possible to plan the whole 
economic life of a vast country. It proves also that in the 
Soviet Union the system of planning and the form of ad- 
ministering industry are at least efficient. But is this suc- 
cess likely to continue ? In spite of the proved workability 
of the plan, in spite of the relatively efficient organisation 
of the system, may it not be subject to those periodical 
crises which have affected and are affecting every other 
country in the world ? Is there any reason to suppose that 
the Soviet Union is immune from these calamities ? 

This is a question which cannot be answered with sta- 
tistics. Nor can it be answered unconditionally. There can 
be no doubt that any armed attack on the Soviet Union, 
however little it could achieve in disturbing the system, 
could seriously interfere with the carrying out of the plan 
of production and distribution. War means, speaking in 
terms of economics, the diversion of labour and resources 
from productive work ; apart from the waste of life, it may 
mean also the physical destruction of factories and mines, 
railways and bridges, the burning of crops and grain re- 
serves, followed by famine and pestilence. Similarly, a 
trade war waged by other countries in a determined at- 
tempt to hinder Soviet Russia’s progress might make 
serious changes in the plan inevitable, and might delay for 
a time certain parts of the programme of industrialisation. 
These are factors against which no economic plan can 
provide. 

Again, a disastrous drought over a wide area of the 
Soviet Union might mean a similar destruction of accumu- 
lated resources, a similar transfer of labour and supplies 
from the purposes laid down in the plan. But the plan it- 
self is to a considerable extent an insurance against such 
an emergency. The work planned and already partly 
carried through in agriculture — irrigation, the introduction 
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of drought-resisting crops, the building up of grain 
reserves, the extension of the railway system to link 
drought areas with others — these are measures against 
drought which at least can mitigate its effects. A poor 
harvest will still be serious, and might entail delay in car- 
rying through the plan ; but it could not involve more 
than a readjustment of the plan, a slight extension of the 
period within which the programme of construction is to 
be completed. 

What of the “ purely economic ” crises — those crises 
which in other countries occur without war or crop 
failures ? Crises in which stocks accumulate in warehouses 
and stores, prices fall, and production is checked, with the 
inevitable accompaniment of a sharp rise in unemploy- 
ment — can such crises occur in the present productive 
system of the Soviet Union ? The answer is to be found in 
the nature of the plan whose preparation and administra- 
tion have been described. A system of production built on 
assured demand has no place for such crises. A demand 
which is definitely planned to keep pace with production 
contains no check which can hold up production. The 
problem in such a system must always be how to produce 
enough, how to plan sufficiently far ahead to ensure capi- 
tal extensions which will enable a constantly rising de- 
mand to be met. The problem of sale in such a system 
exists only as a technical question of distributive machin- 
ery. To the extent to which the plan is a co-ordinated plan 
of production and distribution there can be no accumula- 
tion of stocks. And, in fact, since 1923, since the machinery 
of planning has been developed in conjunction with the 
machinery of administering the plan, there has been no 
crisis of sale in the Soviet Union. There have been many 
difficulties, but their nature has been entirely different 
from the economic crises with which other countries are 
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familiar. A crisis in the Soviet Union is solved by greater 
production, not by holding up production. Shortage of 
grain for the towns constitutes a “ crisis ” of a kind, but it 
does not mean closing down and unemployment. On the 
contrary, it brings in its train a vast extension of employ- 
ment — the building of agricultural machinery factories, 
tractor construction, the opening up of undeveloped land 
by State farms, and the whole chain of activities through 
which the shortage can be made good. A shortage of cot- 
ton products results in the construction of a railway from 
Turkestan to Siberia, irrigation works, new methods of 
cultivation, and the building and equipping of new cot- 
ton mills. In a sense, each crisis of supply — each failure 
of the plan to provide for certain contingencies — provides 
a new stimulus, widens the scope of the plan, and makes 
it more certain that the plan as a whole will be carried 
out. The very fact that the plan is known, and understood 
in its bearing on their conditions, by the workers in every 
factory as well as by the administrative and technical 
staff, makes it possible to throw the necessary reserves into 
every economic “ front." Therefore crises arising from 
errors in the plan — estimates which are not fulfilled, or 
unforeseen excesses over the estimate such as the unexpect- 
edly rapid growth of collective farming — are solved by 
special planning, by adjusting the plan to take these fac- 
tors into account, and by mobilising human interest and 
energy to speed up the process of adjustment. 

The plan, in short, is not static. Nor is it an abstract 
product of statistical research into the figures of preceding 
years, from which conclusions are drawn as to the prob- 
able course of development in the coming year. It has 
nothing in common with the “ business forecasts ” which 
are entirely divorced from actual production. On the con- 
trary, the productive system in the Soviet Union is built 
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up in such a way that the actual course of production and 
distribution are governed by the plan : the administra- 
tion of industry radiates out from the central point where 
the plan is co-ordinated and directed. It is true that there 
is still a “ non-socialised sector,” both in industry and 
agriculture, in which production is not governed by the 
plan ; but changes in the output of this non-socialised 
sector are already of little relative importance, and that 
importance is declining further with the rapid growth of 
the “ socialised sector.” In any case, the non-socialised 
sector is a survival of another system. 

In so far as the new system extends, there is co-ordinated 
production and distribution, there is a steady extension of 
the means of production and of the volume of products ; 
more labour is employed every year, working hours are 
being reduced, and — in spite of temporary shortages of 
certain products — conditions are improving for both the 
town and country population. Only an ostrich can con- 
tinue to deny that these results are being obtained, and no 
economist, no politician, no employer and no worker can 
afford to ignore a new productive system which is giving 
such results. 
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RESOLUTION ON THE REORGANISATION OF THE MANAGEMENT OF 
STATE INDUSTRY, ADOPTED BY THE CENTRAL COMMITTEE OF THE 
COMMUNIST PARTY OF THE SOVIET UNION, DECEMBER 5, 1 929 

/. The Productive Enterprise 

1 The productive enterprise is the basic unit in the organisa- 
tion of industry. For this reason the foundation for further im- 
provement in the system of management of Socialist industry 
must be the proper organisation of supplies, the technical at- 
tention given to, the work of the enterprise, the most co.n.plete 
organisation of labour processes within the enterprise, the 
complete application of single control in the productive pro- 
cess, the creation of conditions which will ensure the maximum 
activity of the workers as a body and of the technical personnel 
of the enterprise, the selection of qualified managers, and the 
necessary degree of independence for the enterprise. 

2. The placing of enterprises on a separate accounting bz^is 
has thoroughly justified itself. Independent accounting shows 
the real position of the enterprise, facilitates the rationalisation 
of production and the proper organisation of supplies and sales, 
while it also creates a force which runs counter to bureaucra- 
tism and intrigue. At the same time, the placing of each 
enterprise on an independent financial basis makes it easier to 
form a correct idea of the productive work of the enterprise 
and to keep the workers informed of the results of this work. 
Up to the present the placing of enterprises on an independent 
financial footing has not been universally applied ; it must now 
be applied in the shortest possible time to all State industrial 
enterprises without exception. 
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3. Subject to the strictest observance by it of the produc- 
tion and finance plan, within the limits laid down, the pro- 
ductive enterprise must be independent. Its manager bears 
full responsibility for the carrying out of the programme. A 
definite sum, the amount of which is to be fixed annually in 
the financial plan, must be placed at the disposal of the enter- 
prise. In accordance with the financial plan, the contract-order 
(i.e. the contract made with the enterprise by the Combine, 
to take over the planned output) must specify the estimated 
cost of production fixed for the year, with agreed adjustments 
to be made in the event of either party failing to observe the 
conditions of the contract. 

4. The thorough-going application of independent account- 
ing to all enterprises requires the further application of mea- 
sures to ascertain the successful working or otherwise of the 
separate shops or departments. With this object in view, the 
enterprise must lay down a plan of work for each of its separate 
sections (shops, departments). For each shop or department 
a monthly statement must be drawn up showing its actual 
expenditure (including an allocation for its share of deprecia- 
tion and overhead charges) ; and this must be compared with 
the result of its productive activities. The results shown by the 
enterprise as a whole and by each of its sections must be con- 
sidered at the periodical production conferences ; and on the 
basis of this discussion the trade union must organise its mass 
economic work within the enterprise. 

5. Each enterprise must draw up its separate monthly 
balance sheet. Credit will be taken for the products on the 
basis of the cost of production fixed in the contract ; and the 
difference between this sum and the actual cost of production 
is the main test of the successful work of the enterprise — sub- 
ject to the strict observance of the conditions relating to the 
quality of the products. A part of this difference, the amount 
of which is to be fixed by law, should be left at the disposal of 
the enterprise, and when the annual balance sheet has been 
confirmed this sum may be expended, at the discretion of the 
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enterprise, on its own productive needs. In order to enable the 
enterprise to carry out its work at the fixed cost of production, 
the enterprise must be guaranteed delivery of raw materials 
and supplies at prices fixed in advance. 

6. The work of preparing the accounts and reports of each 
enterprise must be tightened up. The completed monthly 
balance sheet, with the necessary details showing the cost of 
production for the main types of product turned out during 
the preceding month, must be ready not later than the 15th or 
17th of the following month. The costings return must serve 
as the principal material for the technical management of the 
enterprise and for the introduction of measures of rationalisa- 
tion subject to the absolute obligation on the enterprise to 
maintain the quality of its products. 

7. The aims set before industry — increase in output, lower 
production costs and improvement in the quality of the pro- 
ducts — make it essential that specialisation should be rigidly 
applied to every enterprise. 

8. In order to ensure that the technical management of 
enterprises is improved, the Supreme Economic Council of 
the Soviet Union should give special attention to the devel- 
opment of factory and workshop laboratories ; it should in- 
crease the number of specialists directly engaged in produc- 
tion, and it should also strengthen the technical committees 
at each enterprise by the inclusion in these committees of 
representatives of the most efficient groups of workers, factory 
workers who have made inventions, and young engineers. 

IL Combines of Enterprises 

1. The existing system of Chief Committees for separate 
industries under the Supreme Economic Council of the Soviet 
Union does not correspond with the requirements of the period 
of reconstruction, especially from the standpoint of technical 
supervision. At the same time the Syndicates have gradually 
assumed control over the branches of industry with which they 
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are concerned, and most of the Syndicates have been com- 
pelled to deal with questions relating to programmes of pro- 
duction, capital extensions, planning, supply and distribution. 
As a result of this development there is a considerable amount 
of overlapping between the work of many of the Syndicates 
and the work of the Chief Committees under the Supreme 
Economic Council. It is therefore necessary to liquidate the 
Chief Committees and to set up new organisations on an in- 
dependent financial footing, to control branches of industry 
(following the example of the textile industry organisation) 
on the same lines as the Syndicates. 

2. The most important functions of these independent 
financial organisations must be : 

(a) to plan production in their particular branch of industry ; 

(b) to plan and supervise capital construction ; 

( c ) to control the technical work of the industry ; 

(i d ) to organise the sale of products and purchase of raw 
materials and supplies ; 

(e) to control the commercial and financial activity of the 
subordinate enterprises ; 

(/) to deal with labour questions ; 

( g ) to organise the training and allocation of technicians 
for the industry ; 

(h) to appoint and dismiss the managing personnel in the 
subordinate enterprises. 

3. The Combines for various branches of industry may be 
of three types : 

(а) Combines covering only enterprises and Trusts of All- 
Union importance. Combines of this type control every 
aspect of the activity of the industrial units which they 
embrace, in accordance with the functions indicated in 
paragraph 2. 

(б) Combines covering both enterprises and Trusts of All- 
Union importance, and also enterprises and Trusts of 
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importance within a single Republic or district. In regard 
to the enterprises and Trusts of All-Union importance, 
such Combines fulfil all the functions laid down in para- 
graph 2 of the present section ; but in regard to the enter- 
prises and Trusts of importance within a single Republic 
or district, the Combine fulfils the functions of a Syndi- 
cate, and in addition : the planning of production and 
capital construction, general technical control in connec- 
tion with rationalisation and reconstruction, and general 
control in connection with the training of technical staff. 

(c) Combines of a Syndicate type, covering enterprises and 
Trusts which are only of importance within a single Re- 
public or district. Combines of this type have only the 
functions of a Syndicate, but their duties include the 
general planning of production and capital construction 
as between the separate Republics and supervision of the 
process of rationalisation and, in particular, of technical 
reconstruction. The relations between the Combine^ and 
the Trusts of importance within a single Republic or dis- 
trict are on a commercial basis. 

4. In addition to All-Union Combines, Combines uniting 
enterprises within the separate Allied Republics should also 
be set up. 

5. The Combines, as independent financial units, must have 
their separate balance sheets, showing all the property and 
resources of the enterprises and Trusts of All-Union import- 
ance in the branch of industry concerned. The difference be- 
tween the wholesale prices laid down and the actual produc- 
tion costs of the Combine’s products constitutes the profit of 
the Combine. 

In the case of Trusts of importance only within a single 
Republic or district which are included in the Combine, a 
special profit and loss account is drawn up by the Combine, 
the allocation to these Trusts being made on the basis of the 
products supplied to the Combine by each Trust. The Com- 
bine deals with these Trusts on the same conditions as those 
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which are now in operation as between the Syndicates and the 
Trusts. 

The formation of Combines as comprehensive economic 
units must lead to the simplification of the system of taxation 
now applied to industry ; the People’s Commissariat for 
Finance and the Supreme Economic Council of the Soviet 
Union must work out a system of taxation based on a single 
levy on the total profit. 

6. The work of the Combines must be specially concentrated 
on controlling the technical side of the productive work of 
the enterprises and Trusts which they cover. With this object 
in view, each Combine must form a special group of highly- 
qualified specialists freed from all current work apart from 
their immediate duties in connection with technical super- 
vision. This group should work out the general lines of recon- 
struction for the branch of industry concerned, and must be 
made responsible for seeing that the technical experience of 
other countries, as well as the achievements of the most effi- 
cient Soviet enterprises, are utilised in other existing enter- 
prises and in the new factories which are being built by the 
Combine. Technical administration throughout the Combine 
should be organised primarily on a functional basis. 

7. In order to bring the work of the scientific research in- 
stitutes closer to the practical problems of production, the 
scientific research institutes mainly specialising on questions 
connected with particular branches of industry should be 
handed over to the appropriate Combines. 

8. The Combines must organise the supply of all important 
materials required by the enterprises under their control, 
either directly or by means of general agreements with other 
organisations handling the materials required. The Combines 
should establish machinery for carrying out such Supply 
operations in close proximity to the enterprises concerned. 

9. In order to strengthen the rights and duties of the Com- 
bines in connection with current operations, both the Supreme 
Economic Council and the People’s Commissariat for Trade, 
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in preparing the plan of commercial operations, should issue 
only general instructions for the reduction of wholesale prices, 
indicating the average reduction required but leaving the 
detailed work of fixing wholesale prices as far as possible to 
the Combines themselves. 

III. The Trusts 

1. On the formation of a Combine, enterprises may be in- 
cluded in it either directly or through Trusts. The work of the 
Trusts should be concentrated on questions of technical 
management, rationalisation and reconstruction, and, as a 
general rule, they should not undertake supply and sales 
activities. There may, however, be cases in which Trusts 
should be allowed to continue to function on the same lines 
as at present. 

2. In order to ensure that the contemporary achievements 
of science and technique are made use of in the productive 
work of industrial enterprises, the Trusts must regard the 
following as their chief work : 

( a ) to organise the interchange of technical experience be- 
tween the enterprises under their control ; 

( b ) to ensure that industrial enterprises utilise, with the 
least possible delay, the results obtained by the scientific 
and technical institutes, laboratories and other research 
organisations ; 

(c) to supply the enterprises with up-to-date information 
on technical developments in industry abroad, and to 
take steps to ensure that such technical improvements 
are applied as speedily as possible in enterprises within 
the Soviet Union ; 

(d) to see that the internal resources of the enterprise are 
fully mobilised, and that the warehousing of stocks is 
properly organised ; 

(e) to organise a rational system of records and accounts 
within the enterprises ; 

267 



Russia’s productive system 

( f ) to ensure the immediate adoption in the industrial enter- 
prises under their control of the standardisation worked 
out by the special institutions dealirjg with this question ; 

(g). to set up special departments to organise rationalisa- 
tion. 

3. The technical supervision of the enterprises should be 
carried out through a special group of highly-qualified 
specialists who should be freed from all other duties. The or- 
ganisation of technical management by the Trusts should be 
primarily on a functional basis. In order to carry out the 
duties indicated above, the Trusts should make general use of 
the method of setting up temporary technical commissions 
composed of practical workers, including those who are most 
efficient, those who have made inventions, and the most ex- 
perienced foremen and young engineers, empowering such 
commissions to work out details in connection with the intro- 
duction of new technical methods and the extension of 
successful experiments made at one enterprise to other enter- 
prises. 

4. The basis for technical control of enterprises by the 
Trusts must be the cost of production. 

5. As a general rule, the Trusts should be built up on the 
general principle that the enterprises which they unite are in 
a single branch of production, with specialisation among the 
enterprises. Parallel Trusts, covering enterprises in the same 
branch of industry, should not be formed within one and the 
same economic region. 

6. The central offices of the Trusts should be situated as 
close as possible to the enterprises which they unite. 

IV. The Supreme Economic Council 

1. The Supreme Economic Council must narrow the 
sphere of its activities in connection with the operative work 
of the organisations subordinated to it, and must give chief 
attention to the preparation of plans of production and finance 
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for the development of industry and for its technical recon- 
struction ; to co-ordinating the work of the separate branches 
of industry, to working out general directions for technical 
planning and the regulation of industry, and to seeing that 
these are carried out ; to completing the organisation of and 
assigning work to the economic units under its control. 

2. The relations between the Supreme Economic Council 
of the Soviet Union and the Economic Councils of the Allied 
Republics will continue to be governed by the statutes now 
in operation. At the same time provision should be made for 
technical direction and technical aid. 

3. The chief work of the Supreme Economic Council of the 
Soviet Union in connection with its control of the Combines 
must be : 

(a) to work out the main lines on which plans of recon- 
struction for each branch of industry should be prepared ; 

(l b ) to confirm the control figures and plans of capital 
construction ; 

(l c ) to appoint and dismiss the managers of the Combines ; 

(d) to confirm the balance sheets and reports ; 

( e ) to authorise the distribution of profits and losses ; 

(/) to authorise the use of special capital funds ; 

(g) to audit and investigate the Combine’s activities ; 

(h) to confirm the statutes and initial capital of the 
Combines ; 

(i) to lay down wholesale prices. 

4. Both in the general (“ perspective ”) plan and in the 
current plan of industrial development technical factors must 
be given greater weight, and this makes it necessary for the 
Supreme Economic Council of the Soviet Union to set up a 
single department for technical and economic planning. 

5. The department of technical and economic planning 
under the Supreme Economic Council must carry out the 
following essential work : 

(1 a ) industrial planning ; the working out of the general 
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plans and control figures ; planning the geographical 
distribution of enterprises and the formation of industrial 
regions ; the working out of questions of industrial policy 
and industrial legislation ; co-ordination of the work of 
the various Combines ; 

( b ) direction of the technical reconstruction of industry ; 
the drafting of general lines of technical development ; 
the organisation of new forms of production ; specialisa- 
tion, etc. ; general supervision of research and experi- 
mental work and the management of certain scientific 
research institutes directly subordinated to it ; super- 
vision of the work of applying developments made 
abroad to Soviet industry, of the interchange of experience 
between various enterprises, standardisation and ration- 
alisation. 

6. The principal work of the Chief Inspection Department 
must be to see that the leading instructions of the Government 
and of the presidium of the Supreme Economic Council are 
carried out by all industrial organisations. The Chief Inspec- 
tion Department should make full use of the Economic Coun- 
cils of the Republics, and the District Economic Councils, in 
carrying out this work of inspection, and it should also draw 
in to all investigations the general body of workers and all 
social organisations. 

7. The Supreme Economic Council must supervise the 
work of training qualified personnel, and the selection, alloca- 
tion and use of trained personnel in industry. In this connection 
provision should be made for the fullest possible participation 
by the trade union organisations in the selection of personnel 
for managing positions in every link of the industrial chain. 

F. Economic Work of the Trade Unions 

1. In carrying through the reorganisation of the system of 
management of State industry, the trade unions and econo- 
mic units must ensure the active participation of the workers 
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in decisions on all important questions affecting the manage- 
ment of their enterprises and of the branches of industry with 
which they are connected ,* in the preparation and working 
out of plans and programmes of production, and in controlling 
the execution of these plans. 

2. All trade union organisations, from the factory and 
workshop committees up to the All-Union Council of Trade 
Unions, should participate in the whole process of working 
out the control figures and industrial and financial plans, and 
in the allocation of programmes of output to Trusts, enterprises 
and sections of enterprises. With this aim in view, the trade 
union organisations should be continuously collecting, in- 
vestigating and systematising all proposals put forward by the 
workers, by “ shock brigades,” production conferences and 
production commissions ; and on the basis of these proposals 
they should draft corrections and additions to the plans of 
production and finance of enterprises and other economic 
units. 

3. The trade unions and economic units should organise 
their planning work in such a way as to ensure that the draft 
plans which they put forward (control figures, industrial and 
financial plan, etc.) are first considered at general meetings 
of the workers — production conferences, delegate conferences, 
or sectional or group meetings of the workers concerned. 

4. The trade unions and economic units should pay 
special attention to encouraging the work of the “ shock 
brigades ” and to creating the conditions necessary for the 
extension of “ Socialist competition.” The economic units 
must arrange for the regular and strict recording of the results 
of Socialist competition and the work of the shock brigades, 
and of recommendations put forward by individual workers, 
by production conferences, temporary control commissions 
and similar bodies ; with the object of introducing, and apply- 
ing through the whole of industry or particular branches of 
industry, all inventions or improvements brought forward by 
the workers. 
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DECREE ON THE REORGANISATION OF STATE INDUSTRY ISSUED 
BY THE CENTRAL EXECUTIVE COMMITTEE AND THE COUNCIL OF 
PEOPLE’S COMMISSARIES OF THE SOVIET UNION, FEBRUARY 1 3 , 

1930 

1. The Supreme Economic Council of the Soviet Union is 
authorised, subject to the sanction of the Union Council of 
People’s Commissaries or the Council of Labour and Defence, 
to set up All-Union Combines for the management of separate 
branches of State industry. Such Combines are subordinate 
to the Supreme Economic Council of the Soviet Union, and 
carry on their activities as independent legal entities on a 
separate financial basis but in accordance with the plan of 
work laid down by the Supreme Economic Council. 

2. The Supreme Economic Council of the Soviet Union is 
authorised : 

(a) to wind up the activities of the Trusts and State Share 
Companies under its control, and also of the Syndicates 
connected with them ; 

(1 b ) to confirm the statutes of the Combines, and also their 
capital, in agreement with the Union People’s Com- 
missariat for Finance ; 

(f) to determine the structure of the Combines, and to issue 
regulations for the placing of sections of the Combines 
on a separate accounting basis ; 

(d) to set up new Trusts of All-Union importance both with- 
in the Combines and independent of the Combines ; the 
previous sanction of the Council of Labour and Defence 
is not required if the Trusts are formed to work property 
under the control of the Supreme Economic Council or 
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with resources assigned for this purpose in the Budget of 
the Supreme Economic Council ; 

(e) to issue model statutes for industrial enterprises organised 
in Trusts or directly entering into Combines, and also 
model statutes for sections of industrial enterprises (work- 
shops, departments, etc.). 

3. All questions arising in connection with the transfer to 
the Supreme Economic Council of the Soviet Union of 
enterprises of importance only within one of the Allied 
Republics, or of only local importance, must be settled by 
agreement with the Council of People’s Commissaries or the 
Economic Council of the Republic concerned. If no agreement 
can be reached, the final decision lies with the Council of 
People’s Commissaries of the Soviet Union ; but an objection 
to such a decision may be lodged with the presidium of the 
Central Executive Committee of the Soviet Union. 

4. Paragraphs (a) (d) and ( e ) of section 2 of this decree apply 
also to other People’s Commissariats of the Soviet Union. 

5. The Supreme Economic Council of the Soviet Union 
must lay before the Union Council of People’s Commissaries 
a draft decree for the management of State industry. 

6. The Governments of the Allied Republics are recom- 
mended to undertake measures of reorganisation for the 
management of industry under their control, in accordance 
with the principles of the present decree. 


Sr 
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EXAMPLES OF COMBINES 

The details given in the following pages of some of the most 
important Combines in Soviet Industry give a better idea of 
the wide range of these organisations than any general des- 
cription can convey. It will be noted that, in addition to 
controlling industrial concerns which are actually at work, 
the Combines are in many cases also directing the construction 
of new factories, while in every case the Combine controls 
the scientific research institutes which are working on prob- 
lems connected with its particular branch of industry. 

In the case of industries in which the number of separate 
factories or c< productive units ” is relatively large, the 
grouping of these productive units in “ Trusts ” is retained ; 
in other cases the productive units are directly subordinated 
to the Combines. 

Coal Combine (“ Soyusugol ”) 

1. Artem Coal Mines, Don Basin 

2. Northern Caucasus Mines 

3. Lugansk Mines, Don Basin 

4. Stalino Mines, Don Basin 

5. Don Basin Anthracite Mines 

6. Moscow Coal Mines 

7. Ural Coal Mines 

8. Siberian Coal Mines 

9. Far-Eastern Coal Mines 

10. Central Asia Coal Mines 

ix. Kazakstan Coalfields Development Company 

12. Pit Construction Company 

13. Coal Research Institute 

274 



APPENDICES 


Motor and Tractor Combine (“V.A.T.O.”) 

1. Automobile Construction Trust 

2. Tractor Construction Trust 

3. Southern Tractor Construction Trust 

4. Cheliabinsk Tractor Construction Factory (“ Amo ”) 

5. Automobile Factory No. 3 

6. Automobile Factory No. 4 

7. Automobile Equipment Works 

8. Motor Fire-Engines Factory 

Machine Combine ( General Engineering) 

I. Wagon Construction Trust 

1. Egorov Factory, Leningrad 

2. Wagon Factory, Tver 

3. Mytischi Factory, Leningrad 

4. Pravda Factory, Dniepropetrovsk 

5. Ust-Katav Factory, Urals 

6. Brake Factory, Yaroslavl 

7. Brake Factory, Moscow 

8. Krukov Factory, Dnieper 

II. Metallurgical Machinery Trust 

1. Kramatorsky Factory, Donetz 

2. Gorlovka Factory, Donetz 

3. Rykov Factory, Stalino 

4. Kharkov Factory 

5. Drujkovka Factory, Donetz 

6. Kovali Factory, Stalino 

7. Karl Marx Factory, Donetz 

8. Railway Workshops, Lugansk 

III. Sewing-Machine Trust (3 factories) 

IV. Oil Industry Equipment Trust (4 factories) 

V. Trust for Machinery required in working up Agricultural 

Raw Materials (8 factories) 

VI. Textile Machinery Trust (8 factories) 

VII. Chemical Industry Equipment Trust (6 factories) 

VIII. Crane Trust (10 factories) 
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IX. Factories directly subordinated to the Combine (not 
grouped in Trusts) (8 general engineering factories) 

X. Engineering factories under construction (4 concerns) 

XI. Machine Construction Institute 9 


Electricity Supply Combine (“ Energo-centr ”) 

1. Moscow Region Electricity Supply Centre (6 stations, 

and 2 under construction) 

2. Leningrad Region Electricity Supply Centre (6 stations, 

and 3 under construction) 

3. North Caucasus Regional Board for Electricity (7 

stations) 

4. Urals Regional Electricity Board (2 stations) 

5. Donetz Basin Electricity Trust (31 stations in the coal- 

fields ; Shterovka Central Station ; 2 building) 

6. Nijni-Novgorod Central Station 

7. Electricity Works Construction Company 

8. Kiev Electricity Company (2 stations) 

9. Yaroslavl Regional Station 

10. Ivanovo-Vosnesensk Regional Station 

11. Kharkov Electricity Supply (2 stations), 

12. Zemo-Avtchal Regional Station (Caucasus) 

13. Dnieper Electricity Supply (“ Dnieprstroi ”) 

14. Briansk Regional Electricity Board (4 stations) 

15 to 25. Twelve Regional Stations under construction 


All-Union Combine for the Textile Industry (“ V.T.O.”) 

1. First Cotton Trust, Moscow . Factories 13 

2. Second Cotton Trust, Moscow . . .10 

3. Third Cotton Trust, Moscow . . . 19 

4. Fourth Cotton Trust, Ivanovo-Vosnesensk . 38 

5. Ivanovo-Vosnesensk Cotton Trust . .21 

6. Leningrad Textile Trust - . . .18 

7. Wool Board, Moscow . . . -43 

8. Silk Board, Moscow . . . . .13 

9. “ Kardo-Lenta ” Trust, Moscow ... 8 

10. Turkestan Silk Company, Tashkent . . 8 
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1 1 . Wool Company, Moscow 

12. ** Kenaph ” Company, Moscow 

13. Textile Organisation Institute, Moscow 

14. Textile Scientific Research Institute 
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MODEL STATUTES FOR AGRICULTURAL COLLECTIVES 

(artels) 

/. Objects 

i. The agricultural workers, poor peasants and middle 

peasants of the village of district, 

province, unite voluntarily to form an agricultural artel in 
order to build up a large Collective farm on which the means 
of production are used in common and labour is jointly 
organised, and thereby to achieve a real and final victory 
over the kulaks and all exploiters and enemies of the toilers, 
over poverty and ignorance and over the backwardness of 
small individual farms, and to ensure a high productivity for 
the labour expended and a large marketable surplus from the 
Collective farm. 


II. The Land 

2. All boundary strips dividing the land holdings of members 
of the artel shall be abolished and all plots of land thrown into 
one large area of land to be used collectively by the artel. 
While all land holdings are fully collectivised, the land im- 
mediately surrounding the houses (vegetable gardens, or- 
chards, etc.) remains for individual use ; although if necessary 
the size of the gardens can be altered, by a decision of the 
management committee confirmed by the general meeting. 

3. The area of land belonging to the artel must not in any 
circumstances be reduced. The allotment of land, to members 
leaving the artel, from the land belonging to the artel, is pro- 
hibited ; members leaving the artel can receive land only from 
the land reserves of the State. 
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III . Means of Production 

4. The following are collectivised : all draught animals, 
agricultural equipment, livestock producing marketable pro- 
ducts, all stocks of seed, fodder sufficient to maintain the live- 
stock which is collectivised, farm buildings required for the 
work of the artel, and all equipment for working up products. 
The dwelling-houses of members of the artel are not collecti- 
vised. The agricultural implements to be collectivised do not 
include smaller implements required for working the gardens, 
which are retained by the members of the artel for their in- 
dividual use. If necessary the management committee of the 
artel may set apart from the draught animals which are 
collectivised a minimum number of horses to serve the per- 
sonal requirements of members of the artel. 

5. In the case of farms with only a single cow, the latter is 
not collectivised ; in the case of farms with several cows, one 
cow is left for personal use, while the others are collectivised. 
Cattle kept for breeding purposes are collectivised in ail cases. 
A separate dairy artel is to be formed to exploit the milch 
cows which are collectivised. 

6. The collectivisation of small livestock, such as pigs and 
sheep, is undertaken where this branch of agriculture is highly 
developed ; in such cases the artel determines the number of 
animals to be left with the members for their individual use. 
In districts where this branch of agriculture is not developed, 
pigs and sheep are not collectivised. Poultry are not collecti- 
vised in any case. But the Collective farms must prepare to 
organise a small livestock and poultry breeding industry. 

7. As a measure of insurance against bad harvests and 
shortage of fodder, the artel shall set aside reserves of seed 
grain and fodder, which must not be touched. 

IV. The Work of the Artel 

8. The management committee and all members of the 
artel undertake : 
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(a) to extend the area under cultivation by making full use 

of the land at the disposal of the artel, by improving and 
preparing fallow land, and by surveying and re-arranging 
the land. * 

(b) to use collectively to the fullest possible extent all the 
available draught animals, as well as all implements, 
tractors and other machinery, all stocks of seed and other 
means of production ; and to purchase tractors and other 
means of production, out of the artel’s own resources as 
well as on credit, in order fully to mechanise the working 
of the collective farm. 

(i c ) to organise the proper use and care of the livestock and 
implements collectivised, on the basis that the collective 
property must be maintained in better condition than 
on the individual farms. 

(d) to adopt all measures necessary to improve the arable 
and pasture land and to increase the yield. 

(e) to adopt scientific breeding and veterinary measures in 
order to extend and improve cattle and poultry breeding 
for the market. 

(/) to develop all other branches of agricultural produc- 
tion in accordance with local conditions, as well as handi- 
craft and homework production. 

( g ) to undertake the erection of farm and communal build- 
ings, as well as auxiliary undertakings, to be used on a 
co-operative basis. 

(h) to raise the cultural and political level of the members 
of the artel. 

( i ) to use all available means to raise the standard of living 
of the members of the artel, and especially of the women 
and children. 


V. Membership 

9. Acceptance of new members into the artel is at the discre- 
tion of the management committee, which submits the list of 
newly admitted members to the next general meeting of the 
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artel for confirmation. Workers who are regularly employed 
away from the Collective farm are not bound to appear 
personally. 

10. Membership of the artel is open to all actual toilers who 
have reached the age of 16 years. Kulaks and persons who 
have been deprived of the franchise are not admitted to the 
artel. Exceptions to this rule are, however, allowed in the case 
of members of families in which there are Red Army soldiers 
or Red Navy sailors, or village teachers of either sex who are 
loyal adherents of the Soviet State ; on condition that these 
give guarantees for their families. Peasants who before apply- 
ing for admission to the Collective farm slaughter or sell their 
cattle or sell their implements and seed corn will not be 
accepted by the artel. 

VI. Funds of the Artel 

1 1 . On joining the artel, each member must pay an entrance 
fee in money amounting to 2 to ic per cent, of the value of 
his property, including both the collectivised and the non- 
collectivised parts of his farm, but not including objects of 
personal and household use. Should the chief source of in- 
come of the applicant for membership be wage labour (agri- 
cultural experts, teachers, surveyors, employees of Soviet or 
trading bodies within the area of the artel, etc.), the amount 
of the entrance fee must be determined by the management 
committee, but in no case may it exceed 10 per cent, of the 
annual income. The entrance fee for agricultural workers is 
fixed at not more than five roubles (10 shillings). Workers 
who are regularly employed outside of the Collective farm, 
in addition to the 2 to 10 per cent, entrance fee provided for 
above, pay a single contribution amounting to 3 per cent, 
of their annual wage. Apart from the entrance fee, worker 
members do not have to make any contributions from their 
wages to the artel. Payment of the entrance fee in instalments 
may be accepted by the management committee, in accord- 
ance with the regulations issued by the Union of Collective 
Farms. 
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12. The entrance fees form part of the indivisible fund of 
the artel. 

13. Between a quarter and one-half (according to the 
strength of the artel) of the collectivised property — draught 
animals, milch cows, equipment, agricultural buildings, etc. 
— is set aside to form part of the indivisible fund of the artel. 
The remaining portion of the property is regarded as the 
separate share contribution of the members of the artel. 

14. The management committee settles accounts with 
members leaving the artel, and returns to them their share 
contribution ; but land can only be returned from outside the 
area of the artel. The settlement of such accounts is made at 
the end of the agricultural year. 

15. From the income of the artel recorded at the end of the 
agricultural year the working expenses of the Collective farm, 
and also the sums expended for the maintenance of those who 
are incapable of work, are to be deducted. Out of the balance, 
the amounts due for wages are to be paid and also contribu- 
tions to special funds (from 10 to 30 per cent, to the indivisible 
fund, and from 5 to 15 per cent, into other common funds). 

VII. Organisation and Remuneration of Labour 

16. All work on the Collective farm is to be carried out by 
the personal labour of its members in accordance with rules 
for the allocation of work adopted by the general meeting of 
the artel. Only persons possessing special qualifications and 
having had special training (agricultural experts, technicians, 
engineers) may be employed by the artel for wages. The 
temporary use of hired labour is, however, permitted in 
exceptional cases when urgent work cannot be completed 
within the necessary time by the full use of all the available 
labour of the members of the artel ; hired labour may also 
be employed on building work. 

17. The allocation of work within the artel is organised by 
the management committee on the basis of special rules. No 
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member of the artel may refuse to carry out the work allotted 
to him. 

1 8. To facilitate the proper organisation of labour within 
the artel, standards of work and rates of payment (both time 
and piece) are to be laid down for various classes of work, 
specifying the amount and quality of the work to be carried 
out. 

19. On the basis of this tariff, members of the artel are to 
be paid for work performed as follows : up to 50 per cent, of 
the sum standing to the credit of each member for work per- 
formed may be paid out, either in kind or in cash, in the course 
of the agricultural year, as an advance to meet the member’s 
immediate requirements for food, etc. ; and the balance of 
the amount due for work is paid at the end of the agricultural 
year. Where members of the artel earn wages by work out- 
side of the artel, not more than 10 per cent, of the sums earned 
is to be paid into the common fund of the artel, the amount 
to be fixed by the Union of Collective Farms. 

20. The artel undertakes to maintain any of its members 
who are permanently or temporarily unfit to work. The con- 
ditions and the amounts of maintenance to be given are deter- 
mined by the management committee (subject to confirma- 
tion by the general meeting of the artel) in accordance with 
the economic resources of the artel ; but they must not exceed 
the average rate of wages. 

VIII . The Enforcement of Rules 

2 1 . All members of the artel undertake to observe the pro- 
visions of the statutes and the decisions of the general meeting 
and management committee ; to follow the rules for the di- 
vision of labour, and to carry out the work allotted to them 
by the management committee and also all other obligations 
to the artel. Irresponsible and negligent handling of Collecti- 
vised equipment and livestock will be regarded by the artel 
as treachery to the cause of collectivisation and as direct 
assistance to its enemies, the kulaks . Such irresponsible and 
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negligent handling of collectivised property, absence from 
work without adequate reason, and other violations of col- 
lective discipline, will be punished Ijy the management 
committee by the imposition of penalties in accordance with 
special rules. (For example : a reprimand and warning ; 
temporary suspension from work ; fines ; etc.) The manage- 
ment committee may submit to the general meeting the ques- 
tion of expulsion from the artel in cases where members prove 
to be incorrigible. 


IX. Business Management 

22. The business of the artel is administered by the general 
meeting of members and by the management committee. In 
cases where the holding of a general meeting is difficult owing 
to the great number of members or the widely-scattered nature 
of the villages concerned, the general meeting may be sub- 
stituted by a delegate meeting. Such delegates are to be 
elected by the members of the artel in the separate villages 
concerned. 

23. The general meeting or delegate meeting is the supreme 
authority in all the affairs of the artel ; it decides all import- 
ant questions, elects the management committee and the audit 
committee, and lays down instructions for their work. Fifty 
per cent, of the members, or of the delegates in the case of a 
delegate meeting, shall constitute a quorum. Decisions of the 
general meeting or delegate meeting shall be adopted by 
majority vote and by open ballot. 

24. The management committee is elected for a year ; it is 
the executive body for administering the affairs of the artel. 
The management committee divides among its members the 
duties connected with the conduct of the affairs and produc- 
tion work of the artel, giving each member full responsibility 
for the work assigned to him and investing him with the 

'necessary powers. The management committee is obliged to 
keep the accounts of the artel according to the methods and 
rules of the Collective farm organisation. 
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25. The audit committee supervises the activities of the 
management committee, and in particular enforces the ob- 
servance by the management committee of the provisions of 
the statutes, the fulfilment of the plan of production, and the 
carrying out of contracts with and obligations towards the 
State ; it audits the accounts and records of property and 
stocks ; it expresses its views on the annual report of the man- 
agement committee ; and it is responsible for its work to the 
general meeting or delegate meeting. 

X. Relations to the Collective Farm System 

26. The artel is a member of the Union of Collective Farms 
of . . . and works under its supervision. 

27. On the basis of its plan of production, the artel enters 
into a contract with the Union of Collective Farms of .... , 
by which it undertakes the organisation of agricultural pro- 
duction and the systematic delivery of marketable products 
to the State and Co-operative organisations ; while the Union 
of Collective Farms undertakes, with other State and Co- 
opeiative organisations, to supply the artel with means of 
production and articles of consumption and to arrange credit 
and organise agronomic aid for the artel. 


285 




INDEX 


Advance orders, 80-4, 92, 
ico, 139 

Agriculture, 119, 185, 188- 
221, 228-30, 247, 251 
Appointment (of managers), 
25-8, 5°“2, 67, 102, 106, 
146, 158, 195, 209 
Artels, 194-9, 278-85 

Banks, 63, 12 1-2 
Budget, 42, 65, 150, 226 

Capital (of Trusts), 39- 
42, 60 

Capital accumulation, 64, 
93, 190, i99> 201, 223-5, 
230, 255 

Central Executive Commit- 
tee of Soviet Union, 11, 
”4 

Chief Committees, 39, 100, 
124, 128, 132 
Coal industry, 61, 62, 72 
Collectives, 1 20, 1 94-2 2 1 , 
227, 247-8, 251 
Combines, 133-41, 146-61 
(Oil), 186, 263-7, 272, 
274-7 

Committees for War In- 
dustries, 14, 20 
Communal industry, 173-8 
Communes, 194-5 
Communist Party, 113-16, 
223, 249 

Congress of Soviets, 10, 1 1 3 
Contracts with peasants, 
217, 240 


Control Commissions, 26, 
44, 5a, 66 

“ Control figures,” 242 
Conventions, 70 
Co-operative organisation, 
76-85, 87, 179-87, 194, 
200, 214, 227, 240, 246 
Costs of production, 159, 
235-9 

Cotton growing, 13 1 
Council of Labour and De- 
fence, 31, 36 

Council of People’s Com- 
missaries, 11, 1 13 

“ Economic regions,” 170- 
2, 239 

Education, 12 1, 256 
Electrical development, 171, 

232-3 

Engagement and dismissal, 
50 

Factories, 102-12, 142-5, 
261-3 

Factory committees, 20-3, 
26, 30, 50-3, 1 06-1 1, 160 
Finance Commissariat, 12 1 
Five Year Plan, 49, 53, 99, 
1 1 7, 147, 239, 241-60 
Foreign trade, 149, 152-3, 
230-2 

"Gosplan,” 31, 36, 58, 11 7- 
20, 147, 156, 161 
“ Gigant ” farm, 193 


287 



INDEX 


Grain, 192-3, 218-19, 

251-2 

Housing, 175-7, 256 

Kulaks , 1 19, 188, 190, 208, 
225, 248, 252 

Lenin, 13-17, 233 

Metal industry, 62, 72, 
91-2 

Nationalisation, 14-19 
“Nepman,” 57 
New economic policy, 34-6, 
48, 133, 181 

Oil industry, 61, 146-61 
Patronage (of village), 

215 

Prices regulation, 43, 59, 
148, 234-8 

Private enterprise, 34, 180-3 
Production conferences, 53, 
107-10, 160, 271 
Profits, 42, 56, 64-6, 94, 
14^ 237 

Railways, 162-5, 247 
Research, 129, 14 1, 156, 256 
Reserves, 42, 64-6, 148-51, 
223 

Retail trade, 76-9 
River transport, 167-8, 170, 
247 


Road transport, 168 
Rubber, 13 1 

Sabotage by owners, 16, 
22 

Seed loans, 217 
Shipbuilding, 167 
Shipping, 166-7, 247 
Social expenditure, 256 
“ Socialist competition,” 
143, 161, 271 
Soviet farms, 189-93 
Supreme Economic Council, 
24-3 ^ 3 6 “48> 59> 96- 
101, 123-33, 241-3, 268- 
70 

Syndicates, 47-8, 69-101 

Textile industry, 46, 62, 
86, 89, 171 

Tractor stations, 200-10, 

215 

Trade Commissariat, 122, 
217-21 
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